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PBEFACE 

The  Legislative  Research  Commission,  established  by  Arti- 
cle 6B  of  Chapter  120  of  the  General  Statutes,  is  a  general 
purpose  study  group.   The  Commission  is  cochaired  by  the  Speaker 
of  the  House  and  the  President  Pro  Tempore  of  the  Senate  and  has 
ten  additional  members,  five  appointed  from  each  house  of  the 
General  Assembly.   Among  the  Commission's  duties  is  that  of  making 
or  causing  to  be  made,  upon  the  direction  of  the  General  Assembly 
or  either  house  thereof,  "such  studies  of  and  investigations  into 
governmental  agencies  and  institutions  and  matters  of  public  policy 
as  will  aid  the  General  Assembly  in  performing  its  duties  in  the 
most  efficient  and  effective  manner"   (G.S.  120-50.17(1)). 

At  the  direction  of  the  1981  General  Assembly,  the  Legislative 
Research  Commission  has  undertaken  studies  of  numerous  subjects. 
These  studies  were  grouped  into  broad  categories,  and  each  member 
of  the  Commission  was  given  responsibility  for  one  category  of 
study.   The  Cochairmen  of  the  Legislative  Research  Commission,  under 
the  authority  of  General  Statutes  120-30. 10(b)  and  (c),  appointed 
committees  consisting  of  members  of  the  General  Assembly  and  the 
public  to  conduct  the  studies.   Cochairmen,  one  from  each  house  of 
the  General  Assembly,  were  designated  for  each  committee. 


The  study  of  the  revenue  laws  of  North  Carolina  was 
authorized  by  Resolution  61  of  the  1981  Session  Laws.   The 
resolution  authorizes  the  Commission  to  continue  the  study 
of  North  Carolina's  revenue  laws  begun  in  1977* 

The  Legislative  Research  Commission  grouped  this  study 
in  its  recreation  and  revenue  area  under  the  direction  of 
Senator  Robert  W.  Wynne.   The  Cochairmen  of  the  study  committee 
established  by  the  Research  Commission  are  Senator  Marshall  A. 
Rauch  and  Representative  Daniel  T.  Lilley.   The  full  membership 
of  the  committee  is  listed  in  Appendix  A  of  this  report.   Resolu- 
tion 61  authorizing  the  study  and  House  Joint  Resolution  15, 
which  the  committee  was  authorized  to  consider  in  determining 
the  scope  of  the  study,  are  attached  as  Appendix  B. 

Resolution  51  states  that  the  Research  Commission  may,  for 
any  study  topic  listed  in  the  resolution,  make  an  interim  report 
to  the  1982  Session  of  the  1981  General  Assembly  or  a  final  report 
to  the  1983  General  Assembly,  or  both.   The  Research  Commission 
made  an  interim  report  on  the  revenue  laws  of  this  State  to  the 
1982  Session  of  the  1981  General  Assembly.   A  copy  of  that  report, 
entitled  "Revenue  Laws,  Report  to  the  1981  General  Assembly  of 
North  Carolina,  1982  Session,"  is  on  file  in  the  Legislative 
Library.   This  report,  therefore,  contains  only  the  recommendations 
concerning  revenue  laws  made  by  the  Research  Commission  after  the 
1982  Session. 


COrmiTTEE  PROCEEDINGS 

The  Legislative  Research  Commission's  Revenue  Laws  Study 
Committee  has  met  nine  times;  five  meetings  were  held  prior  to 
the  1982  Session  of  the  1981  General  Assembly,  and  four  were 
held  after  that  session.   Since  the  1982  Session  the  Committee 
has  examined  recent  changes  in  federal  gift  and  estate  tax  laws 
to  determine  whether  conforming  changes  in  the  state's  gift  and 
inheritance  tax  laws  are  needed  or  desired.   In  addition,  the 
Committee  has  considered  numerous  proposals  made  by  citizens  and 
state  officials,  and  has  begun  to  study  whether  North  Carolina 
should  adopt  what  is  known  as  the  "throw-back"  rule  in  determining 
state  taxable  income  of  multistate  corporations. 

As  in  the  past,  the  Study  Committee  provided  an  excellent 
forum  for  taxpayers  and  tax  administrators  to  propose  changes  in 
the  revenue  laws.   Numerous  taxpayers  appeared  before  the  Committee 
to  speak  on  topics  ranging  from  sales  and  use  tax  on  medical  equip- 
ment to  computation  of  the  soft  drink  dispenser  tax.   The  division 
directors  of  the  Department  of  Revenue  addressed  the  Committee  and 
recommended  changes  in  the  laws  in  their  respective  areas.   Revenue 
Department  personnel  also  appeared  before  the  Committee  to  answer 
specific  questions  raised  by  the  Committee. 

A  list  of  persons  appearing  before  the  Committee  is  contained 
in  Appendix  C.   Eor  those  persons  outside  the  Revenue  Department 


who  spoke  to  the  Committee,  the  list  indicates  the  group  re- 
presented by  the  speaker,  if  any,  or  the  subject  of  the  pre- 
sentation if  the  speaker  did  not  represent  a  group.   The 
Committee  expresses  its  appreciation  for  the  assistance  of 
Mr.  Mark  Lynch,  Secretary  of  Revenue,  Mr.  Jim  Senter,  Deputy 
Secretary  of  Revenue,  and  the  staff  of  the  Revenue  Department. 

Following  are  the  recommendations  of  the  Committee.   Because 
the  recommendations  made  by  the  Committee  prior  to  the  1982 
Session  of  the  1981  General  Assembly  were  included  in  the 
Committee's  interim  report  to  that  Session,  only  the  recommenda- 
tions made  by  the  Committee  after  the  1982  Session  are  included 
in  this  report.   Each  recommendation  is  followed  by  an  explanation 
of  the  recommendation  and  a  report  on  its  fiscal  effect. 


KECOimENDATIONS 

The  Legislative  Research  Conunission '  s  Study  Committee  on 
Revenue  Laws  recommends  the  follov/ing  legislation: 

Legislative  Proposal  1 

A  BILL  TO  BE  ENTITLED 
AN  ACT  TO  UPDATE  THE  SALES  TAX  EXEMPTION  FOR  MEDICAL  EQUIPMENT. 
The  General  Assembly  of  North  Carolina  enacts: 

Section  1.   G.S.  105-164.15(12)  is  rewritten  to 
read: 

"(12)  Crutches,  artificial  limbs,  artificial  eyes,  hearing 
aids,  false  teeth,  eyeglasses  ground  on  prescription  of 
physicians  or  optometrists,  pulmonary  respirators,  medical  beds 
and  any  other  therapeutic,  prosthetic,  orthopedic  or  artificial 
device  designed  for  individual  personal  use  to  correct  or 
alleviate  physical  illness,  disease  or  incapacity  if  the  item  is 
sold  on  the  written  prescription  of  a  physician,  dentist  or  other 
professional  person  licensed  to  prescribe,  except  that  motor 
vehicles  subject  to  tax  under  G.S.  10 5-154. •4-(l)  are  not  exempt." 
Sec.  2.   This  act  shall  become  effective  July  1,  1985. 

Explanation  of  Proposal  1 

G.S.  105-164.15(12)  provides  a  sales  and  use  tax  exemption 
for  the  following  medical  devices:   crutches,  artificial  limbs, 


artificial  eyes,  hearing  aids,  false  teeth,  eyeglasses, 
pulmonary  respirators  and  orthopedic  appliances.   The  term  f 

"orthopedic  appliances"  has  "been  interpreted  to  include  various 
artificial  body  parts  such  as  artificial  heart  valves  or  arteries 
as  well  as  n\imerous  items  designed  to  correct  or  prevent  skeletal 
problems  such  as  wheel  chairs  and  shoulder  braces.   Medical  de- 
vices that  are  not  listed  specifically  or  included  in  the  scope 
of  orthopedic  appliances  are  not  exempt  from  sales  and  use  taxes. 

This  bill  expands  the  sales  and  use  tax  exemption  in  G.S. 
105-16^.13(12)  to  include  any  therapeutic  or  prosthetic  device 
used  to  correct  or  alleviate  physical  illnes,  disease  or  incapacity, 
provided  the  device  is  designed  for  individual  use  and  has  been 
prescribed  for  the  individual  by  a  physician,  a  dentist,  or  any 
professional  person  licensed  to  prescribe  medical  treatment. 

When  G.S.  105-164.13(12)  was  enacted  in  19^3  (19^3  Sess. 
Laws  c.  400,  s.  5)  it  did  not  include  false  teeth,  eyeglasses, 
or  pulmonary  respirators.   False  teeth  and  eyeglasses  were  added  in 
1959  (1959  Sess.  Laws  c.  1257,  s.  5),  and.  pulmonary  respirators  were 
added  in  1971  (1971  Sess.  Laws  c.990).   This  bill  avoids  the  problem 
of  having  to  amend  the  statute  to  add  specific  medical  devices  as 
technology  changes  by  providing  a  more  general  exemption. 
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Fiscal  Report  for 

Proposal 

Number  1      ■£, 
Fiscal  Research  Division 

November  19. 

,  1982 

Explanation  of  Proposal 

Presently  there  is  a  state  and  local  sales  tax  exemption 
for  prescription  drugs  and  specifically  named  medical  equipment 
purchased  by  individuals.   [These  items  include  crutches,  artifi- 
cial limbs,  artificial  eyes,  hearing  aids,  false  teeth,  eye- 
glasses ground  on  prescription,  pulmonary  respirators  and  ortho- 
pedic appliances.   This  exemption  was  enacted  in  19*^5  and  probably 
was  intended  to  include  all  medical  assistance  items  purchased  by 
an  individual  exclusively  for  medical  assistance  upon  prescription 
of  a  physician  or  dentist.   Improvements  in  medical  technology 
since  19*^5  and  the  changing  emphasis  toward  home  care  has  stim- 
ulated a  demand  for  a  number  of  new  items  not  specifically  named. 
In  general  the  Sales  Tax  Division  of  the  Department  of  Revenue  is 
not  allov;ed  to  grant  a  sales  or  use  tax  exemption  for  items  not 
specifically  named  even  though  the  legislative  intent  may  be  to 
allow  such  an  exemption. 

The  proposal  would  broaden  the  current  exemption  by  adding 
to  the  eligible  items  medical  beds  and  all  other  therapeutic, 
prosthetic,  orthopedic,  or  other  devices  designed  for  personal 


use  by  the  ovmer  if  sold,  -under  written  prescription  by  a 
physician,  dentist,  or  other  person  licensed  to  write  pre- 
scriptions for  medical  assistance  items.   Items  readily  useful 
to  persons  other  than  the  owner  would  not  be  exempt. 

The  proposal  would  become  effective  July  1,  1983. 

Fiscal  Effect 

Would  reduce  General  Fund  tax  revenue  $55,000  for  1985-8^ 
and  would  reduce  local  sales  tax  revenue  by  118,000. 
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Lep:islative  Proposal  2 
A  BILL  TO  BE  ENTITLED 
AN  ACT  TO  PROVIDE  AN  OPTIONAL  PRIVILEGE  LICENSE  TAX  FOR  PERSONS 
ENGAGED  IN  RETAIL  VAiilETY  SALES  BUSINESSES  FOR  WHICH  PRIVILEGE 
LICENSES  ARE  REQUIRED. 
The  General  Assembly  of  North  Carolina  enacts: 

Section  1.   Article  2  of  Chapter  105  is  amended  by 
adding  a  new  section  to  read: 

"§105-102. -4-.   Optional  license  tax  on  persons  enp;ap-ed  in 
retail  variety  sales  business. — (a)   Any  person,  firm  or  corporation 
required  to  procure  a  license  imposed  under  one  or  more  of  the 
statutes  listed  in  subsection  (b)  for  the  same  location  may,  upon 
application  to  the  Secretary  of  Revenue  and  payment  of  a  tax  of  one 
hundred  dollars  (SlOO.OO),  obtain  a  'retail  variety  store  privilege 
license'  for  the  privilege  of  engaging,  at  that  location,  in  one  or 
more  of  the  businesses  taxed  in  the  listed  sections. 

(b)  A  retail  variety  store  privilege  license  replaces  the 
licenses  imposed  in  the  following  sections  and  relieves  the  licensee 
of  liability  for  the  taxes  imposed  in  these  sections:   G.S.  105-^9, 
105-51,  105-65-2,  105-80(b),  105-82  and  105-89(a). 

(c)  Counties,  cities  and  towns  may  not  levy  a  tax  on  the 
business  taixed  under  this  section,  but  they  may  levy  a  tax  on  the 
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separate  businesses  taxed,  in  the  statutes  listed  in  subsection  (b) 
if  the  statute  imposing  a  tax  on  the  particular  business  authorizes 
them  to  do  so." 

Sec.  2.   This  act  shall  become  effective  July  1,  1983. 

Explanation  of  Proposal  2 

This  bill  creates  an  optional  privilege  license  for  persons 
engaged  in  a  retail  sales  business.   Operators  of  retail  stores, 
such  as  a  discount  store,  drug  store  or  department  store,  that  sell 
a  broad  range  of  products  must  purchase  various  privilege  licenses 
depending  on  the  products  sold.   Large  variety  stores  may  be  re- 
quired to  obtain  as  many  as  nine  different  privilege  licenses.   This 
bill  reduces  the  number  of  privilege  licenses  that  operators  of 
variety  stores  must  purchase  by  allowing  them  to  obtain  a  retail 
variety  store  privilege  license,  which  replaces  the  six  privilege 
licenses  most  likely  to  be  required  of  variety  store  operators. 
Because  this  license  is  optional,  an.  operator  of  a  variety  store 
that  is  not  required  to  have  the  six  privilege  licenses  that  are 
included  in  the  retail  variety  store  license  may  obtain  the  individ- 
ual licenses  rather  than  the  retail  variety  store  license.   Likewise, 
an  operator  who  is  required  to  obtain  the  six  licenses  included  in 
the  variety  store  licens^)  but  prefers  to  obtain  the  individual 
licenses  instead  of  the  retail  variety  store  license  may  do  so. 
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The  tax  imposed  for  the  retail  variety  store  license  is 
approximately  the  same  as  the  tax  imposed  for  the  six  licenses 
included  in  the  retail  variety  store  license.   The  amount  is 
approximate  because  the  tax  for  several  of  the  included  licenses 
varies  depending  on  the  population  of  the  town  in  which  the  store 
is  located.   The  most  tax  an  operator  of  a  variety  store  would  pay 
for  the  six  included  licenses  is  S115.00,  and  the  least  is  S61.00. 
The  tax  for  the  retail  variety  store  license  is  $100.00. 

The  six  licenses  included  in  the  retail  variety  store  license 
and  the  tax  for  each  license  is  as  follows: 

1.  G.S.  105-49     Bicycle  dealers;  tax  is  SlO,  S20,  or  $25  depend- 

ing on  population  of  town: 

2.  G.S.  105-51     Automatic  machines  such  as  typewriters,  computers, 

and  home  appliances;  tax  is  SlO: 

3.  G.S.  105-65.2   Sundries  such  as  selling  sandwiches  and  cigarettes 

and  operating  a  soda  fo\intain;  tax  is  Sl5: 

4.  G.S.  105-80(b)   Metallic  cartridges;  tax  is  S5: 

5.  G.S.  105-82     Televisions  and  musical  equipment  such  as  pianos, 

stereos  and  records;  tax  is  SlO  plus  SlO  for 
each  traveling  salesman: 

6.  G.S.  105-89(a)   Automotive  accessories;  tax  varies  from  S5  to  $50 

depending  on  population  of  town. 


15 


Fiscal  Report  on  Proposal 
Number  2 
Fiscal  Research  Division 
November  19,  1982 


Explanation  of  Proposal 

Allows  retail  variety  stores  to  pay 
privilege  license  tax  of  SlOO  in  lieu  of 
taxes : 

G.S.  103-  Tax  Base 

49 


51 


55.2 


Bicycle  dealers 


Automatic  machines 
(typewriters,  computers, 
home  appliances) 

Sundries,  (sandwiches, 
cigarettes,  soda  fountain 
operation) 


a  consolidated  state 
the  following  separate 

Tax  Rate 

SlO,  20,  or  25  depending 
on  population  of  to\-m. 

no 

S16 


Metallic 
cartridges 

Televisions  and  musical 
equipment 

Automotive 

supplies  and  accessories 


$3 


80(b) 
82 

89(b) 
The  proposal  would  become  effective  July  1,  1985. 


SlO,  plus  SlO  for  each 
traveling  salesman 

^5-50,  depending  on  popula- 
tion of  tovm 
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Fiscal  Effect 

The  SlOO  tax  rate  was  established  to  equalize  the  tax 
revenue  from  the  categories  affected.   Thus,  there  will  be  a 
negligible  impact  (less  than  S5,000)  and  the  net  effect  could 
be  positive. 

If  a  taxpayer  were  required  to  purchase  all  of  the  separate 
licenses,  the  total  tax  liability  would  be  S51-116,  depending  on 
the  population  of  the  town  in  which  the  establishment  is  located. 
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Legislative  Proposal  3 
A  BILL  TO  BE  ENTITLED 
AN  ACT  TO  ALLOW  ONE  SPOUSE  TO  APPLY  BOTH  HIS  GIFT  TAX  ANMJAL 
EXCLUSION  AND  HIS  SPOUSE'S  ANNUAL  EXCLUSION  TO  GIFTS  MADE  TO 
ANYONE  OTHER  THAN  HIS  SPOUSE. 
The  General  Assembly  of  North  Carolina  enacts: 

Section  1.   G.S.  105-188(d.)  is  amended  by  adding  a 
nsirf  paragraph  to  read: 

"When  a  gift  is  made  by  one  spouse  to  a  person  other  than  the 
donor's  spouse,  the  donor  may  claim  both  the  donor's  annual 
exclusion  and  the  spouse's  annual  exclusion  provided  that  both 
spouses  consent." 

Sec.  2.   This  act  shall  become  effective  January  1, 
1985,  and  shall  apply  to  gifts  made  on  or  after  that  date. 

Explanation  of  Proposal  3 

G.S.  105-188(d)  provides  that  an  individual  may  give  S5,000 
a  year  to  any  one  donee  without  incurring  gift  tax  liability. 
For  gifts  greater  than  S3, 000,  only  the  portion  of  the  gift  that 
exceeds  $3,000  is  subject  to  gift  tax. 

This  bill  allows  a  donor  to  claim  both  his  S5,000  annual 
exclusion  and  his  spouse's  S3, 000  annual  exclusion  for  gifts  made 
to  anyone  other  than  the  spouse,  provided  the  spouse  consents. 
Thus,  the  bill  allows  an  individual  to  make  a  gift  of  S6,000  to 
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anyone  other  than  his  spouse  without  incurring  any  gift  tax 
liability  if  the  individual's  spouse  agrees  to  let  the  individual 
apply  the  spouse's  annual  exclusion  to  the  gift  in  addition  to 
the  individual's  exclusion. 

Although  the  current  gift-tax  annual  exclusion  is  ^5,000, 
the  exclusion  will  be  increased  to  SlO,000  if  Legislative  Proposal 
5  is  enacted.   If  the  annual  exclusion  is  raised  to  S10,000,  this 
bill  would  allow  an  individual  to  make  a  gift  of  120,000  to  anyone 
other  than  his  spouse  without  incurring  gift  tax  liability,  provided 
the  individual's  spouse  allows  the  individual  to  use  the  spouse's 
exclusion. 

The  special  treatment  provided  by  this  bill  to  gifts  made  by 
spouses  is  similar  to  that  provided  by  federal  law.   Section  2515 
of  the  Internal  Revenue  Code  allows  "gift-splitting"  by  spouses. 
That  section  provides  that  a  gift  made  by  an  individual  is  considered 
to  be  made  one-half  by  the  individual  and  one-half  by  his  spouse 
unless  one  spouse  objects  to  this  treatment.   This  bill  does  not 
allow  the  gift  to  be  split  between  spouses,  but  it  does  provide  a 
benefit  to  spouses  by  allowing  one  spouse  to  claim  both  spouses' 
annual  exclusions. 
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Fiscal 

Report 

for  Proposal 

Number  3 
Fiscal  Research 

Division 

November  ' 

19, 

1982 

Explanation  of  Proposal 

Presently  a  $5,000  annual  state  gift  tax  exclusion  is 
allowed  for  gifts  to  any  one  donee.   Proposal  3  would  allow  one 
spouse,  v/ith  the  consent  of  the  other  spouse,  to  claim  the 
maximum  exclusion  on  behalf  of  both  spouses.   The  proposal  uses 
the  $10,000  separate  exclusion  recommended  by  Proposal  5. 

The  proposal  would  become  effective  for  gifts  made  on  or 
after  January  1,  1983. 

Fiscal  Effect 

Assuming  Proposal  6  had  already  been  enacted  into  law 
($10,000  separate  exclusion),  the  effect  on  General  Fund  tax 
revenue  from  Proposal  3  would  be  $180,000  for  1983-8-^  and 
$230,000  for  1984-85.   If  Proposal  6  is  not  adopted  and  the 
annual  exclusion  remains  at  $3,000  the  effect  of  enacting  this 
proposal  would  be  $245,000  for  1983-84  and  $310,000  for  1984-85. 
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Lep;islative  Proposal  4 
A  BILL  TO  BE  ENTITLED 
AN  ACT  TO  PROVIDE  AN  UNLIMITED  GIFT  TAX  EXCLUSION  FOR  CERTAIN 

EDUCATIONAL  AND  MEDICAL  PAYMENTS. 
The  General  Assembly  of  North  Carolina  enacts: 

Section  1.   G.S.  105-188  is  amended  by  adding  a  new 
subsection  to  read: 

"(i)   The  tax  does  not  apply  to  tuition  payments  made  on  behalf 
of  an  individual  to  an  educational  institution  or  to  medical  pay- 
ments made  on  behalf  of  an  individual  to  a  provider  of  medical 
care,  as  defined  in  G.S.  105-l'4-7(ll)b.l.  ,  for  the  care  of  that 
individual.   The  term  "educational  institution"  includes  only 
those  institutions  that  normally  maintain  a  regular  faculty  and 
curriculum  and  normally  have  a  regularly  organized  body  of  students 
in  attendance  where  the  educational  activities  are  conducted." 

Sec.  2.   This  act  is  effective  January  1,  1982,  and 
applies  to  transfers  made  on  or  after  that  date. 

Explanation  of  Proposal  4 

This  bill  amends  G.S.  105-188,  which  levies  a  gift  tax,  to 
exclude  from  taxable  gifts  tuition  payments  made  to  an  educational 
institution  on  behalf  of  an  individual  as  well  as  payments  made 
on  behalf  of  an  individual  to  a  provider  of  medical  care  for  the 
care  of  that  individual.   Currently  these  payments  are  considered 
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taxable  gifts.   Thus,  a  taxpayer  who  pays  the  college  tuition 
of  his  emancipated  child,  for  example,  or  pays  for  the  medical 
care  of  an  emancipated  child  should  file  a  gift  tax  return  if 
the  amount  paid  during  the  year  exceeds  the  amount  of  the  tax- 
payer's gift  tax  annual  exclusion,  which  is  now  S3, 000. 

The  bill  conforms  state  law  to  federal  on  the  gift  tax  treat- 
ment of  these  type  transfers.   Section  2505  of  the  Internal  Revenue 
Code  was  amended  by  the  Economic  Recovery  Tax  Act  to  exclude  tuition 
payments  and  payments  for  medical  care  from  taxable  gifts. 
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Fi 

Number  '^f 
seal  Research 

Division 

November  19, 

1982 

Explanation  of  Proposal 

This  proposal  would  conform  state  gift  tax  law  to  federal 
gift  tax  law  "by  excluding  from  taxable  gifts  tuition  payments 
made  to  an  educational  institution  on  behalf  of  an  individual 
as  well  as  payments  made  on  behalf  of  an  individual  to  a  pro- 
vider of  medical  care  for  the  care  of  that  individual. 

Fiscal  Effect 

Negligible  reduction  in  General  Fund  tax  revenue. 
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Lep;islative  Proposal  ^ 

A  BILL  TO  BE  ENTITLED 
M  ACT  TO  INCREASE  THE  GIFT  TAX  LIFETIME  EXEMPTION. 
The  General  Assembly  of  North  Carolina  enacts: 

Section  1.   The  first  sentence  of  G.S.  105-188(g)  is 
amended  by  deleting  the  phrase  "thirty  thousand  dollars  ($30,000)" 
and  inserting  in  lieu  thereof  the  phrase  "one  hundred  thousand 
dollars  (SlOO,000)". 

Sec.  2.   This  act  is  effective  January  1,  1985,  and 
applies  to  gifts  made  on  or  after  that  date. 

Explanation  of  Proposal  3 

G.S.  105-188(g)  provides  that  a  donor  may  give  up  to  S50,000 
during  the  donor's  lifetime  to  certain  donees  before  gifts  to 
these  donees  are  subject  to  gift  tax.   The  only  donees  to  v;hich 
the  exemption  applies  are  lineal  ancestors,  lineal  descendants, 
or  the  donor's  spouse. 

This  bill  increases  the  lifetime  gift  tax  exemption  from 
S30,000  to  S100,000  effective  January  1,  1985.  The  exemption 
was  last  increased  in  197^  when  it  was  raised  from  $25,000  to 
$50,000. 
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Fiscal  Report 

for  Proposal 

Number  5 
Fiscal  Research 

Division 

November  19, 

1982 

Explanation  of  Proposal 

Presently,  there  is  a  150,000  specific  lifetime  state  gift 
tax  exemption.   This  exemption  applies  to  gifts  made  during  a 
donor's  lifetime  to  the  donor's  spouse,  lineal  ancestors,  and 
lineal  descendants. 

Proposal  5  would  increase  the  exemption  to  SlOO,000.  The 
new  exemption  would  apply  to  gifts  made  on  or  after  January  1, 
1983. 

Fiscal  Effect 

Would  reduce  General  Fund  tax  revenue  by  ^655, 000  for  1985-84 
and  1850,000  for  1984-85- 
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Legislative  Proposal  6 
A  BILL  TO  BE  ENTITLED 
AN  ACT  TO  RAISE  THE  ANMIAL  GIFT  'I}AX   EXCLUSION  PROM  THREE 

THOUSAND  DOLLARS  TO  TEN  THOUSAIJD  DOLLARS. 
The  General  Assembly  of  North  Carolina  enacts: 

Section  1.   The  first  two  sentences  of  G.S.  105-188(d) 
are  rewritten  to  read: 

"Gifts  not  exceeding  a  total  value  of  ten  thousand  dollars 
(SlO,000)  made  to  any  one  donee  in  a  calendar  year  are  not 
taxable  under  this  Article.   When  gifts  exceeding  a  total  value 
of  ten  thousand  dollars  (^10,000)  are  made  to  any  one  donee  in  a 
calendar  year,  only  the  portion  of  the  gifts  exceeding  ten 
thousand  dollars  (^10,000)  in  value  is  taxable  under  this  Article, 
This  exclusion  does  not  apply  to  gifts  of  future  interests  in 
property. " 

Sec.  2.   The  last  sentence  of  G.S.  105-2(3)  is  amended 
by  deleting  the  phrase  "three  thousand  dollars  (S3, 000)"  and 
inserting  in  lieu  thereof  the  phrase  "ten  thousand  dollars 
(S10,000)". 

Sec.  3.   This  act  is  effective  January  1,  1983,  and 
applies  to  gifts  and  transfers  made  on  or  after  that  date. 
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Explanation  of  Proposal  6 

G.S.  105-188(d)  provides  that  an  individual  may  give 
S5,000  a  year  to  any  one  donee  without  incurring  gift  tax 
liability.   For  gifts  greater  than  S3, 000,  only  the  portion 
of  the  gift  that  exceeds  $3,000  is  subject  to  tax. 

This  bill  conforms  state  law  to  federal  in  repsect  to  the 
amoiuit  of  the  gift  tax  annual  exclusion  by  increasing  this  ex- 
clusion from  S3, 000  to  SlO,000.   Effective  January  1,  1982,  the 
federal  gift  tax  annual  exclusion  was  increased  from  S3, 000  to 
SlO,000.   North  Carolina  law  has  follov/ed  federal  law  on  this 
exclusion  since  the  state  exclusion  was  enacted.   The  exclusion 
was  last  increased  in  1957  when  it  was  raised  from  Si, 000  to  S3, 000. 
If  the  exclusion  had  kept  pace  with  inflation  it  would  now  be 
S10,211.70. 
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Fiscal  Report  for 

•  Proposal 

Number  6 
Fiscal  Research 

1 

Division 

November  19, 

1982 

Explanation  of  Proposal 

Presently  there  is  an  annual  exclusion  of  S5,000  under  the 
state  gift  tax  for  gifts  made  to  any  one  donee. 

Proposal  6  would  increase  the  inclusion  to  $10,000.   The 
exclusion  would  apply  to  gifts  made  on  or  after  January  1, 
1985. 

Fiscal  Effect 

Would  reduce  General  Fiond  tax  revenue  by  S575,000  for  1983-8^ 
and  725,000  for  1984-85. 
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Legislative  Proposal  7 
A  BILL  TO  BE  ENTITLED 
AN  ACT  TO  ALLOW  COEPORATIONS  TO  DEDUCT  THE  AMOUNT  BY  WlilCH 
THE  BASIS  OF  CERTAIN  PROPERTY  IS  REDUCED  BY  A  EEDERAL  TAX 
CREDIT. 
The  General  Assembly  of  North  Carolina  enacts : 

Section  1.   G.S.  105-130.5(13)  is  amended  by  adding 
a  new  subdivision  to  read: 

"(14)   The  amount  by  which  the  basis  of  a  depreciable  asset 
is  required  to  be  reduced  for  federal  tax  purposes  because  of  a 
tax  credit  allowed  against  the  corporation's  federal  income  tax 
liability.   This  deduction  may  be  claimed  only  in  the  year  in 
v/hich  federal  law  requires  that  the  asset's  basis  be  reduced. 
In  computing  gain  or  loss  on  the  asset's  disposition,  this  de- 
duction shall  be  considered  as  depreciation." 

Sec.  2.   This  act  is  effective  for  taxable  years 
beginning  on  or  after  January  1,  1983. 

Explanation  of  Proposal 

G.S.  105-130-3  requires  corporations  to  pay  an  annual  in- 
come tax  equal  to  6%  of  their  federal  taxable  income,  with  a  fev/ 
adjustments.   Because  state  corporate  income  tax  law  is  tied  to 
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federal  income  tax  law  in  this  manner,  the  basis  of  depreciable 
property  is  the  same  for  federal  and  state  corporate  income  tax 
purposes.   Whenever  the  basis  of  property  is  reduced  for  federal 
tax  purposes,  it  is  likewise  reduced  for  state  tax  purposes. 

Various  federal  investment  tax  credits,  such  as  the  credit 
for  qualified  rehabilitation  expenditures,  require  corporations 
to  reduce  the  basis  of  property  for  which  the  corporation  receives 
a  tax  credit  by  part  or  all  of  the  amount  of  the  tax  credit. 
Because  the  basis  of  this  property  is  likewise  reduced  for 
state  tax  purposes  even  though  the  corporation  did  not  receive 
a  tax  credit  from  the  state,  the  corporation  cannot  recover  its 
total  investment  in  the  property  umder  the  state  corporate  income 
tax  law.   This  bill  permits  a  corporation  to  deduct  the  amount  by 
v/hich  the  basis  of  property  is  reduced  because  of  a  federal  tax 
credit,  thereby  enabling  the  corporation  to  recover  its  invest- 
ment in  the  property. 

For  an  example  of  how  the  current  law  prevents  a  corporation 
from  recovering  its  investment  in  certain  property  for  which  the 
corporation  receives  a  federal  tax  credit  see  the  fiscal  note 
for  this  proposal. 
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Fiscal  Report 

for 

Proposal 

Number  7 
Fiscal  Research  ] 

Division 

November 

1?, 

1982 

Explanation  of  Proposal 

Under  state  law,  corporations  are  required  to  pay  an 
annual  income  tax  equal  to  5%  of  their  federal  taxable  income, 
with  a  few  adjustments.   Because  state  corporate  income  tax  law 
is  tied  to  federal  income  tax  lav;  in  this  manner,  the  basis  of 
depreciable  property  is  the  same  for  federal  and  state  corporate 
income  tax  purposes. 

Whenever  the  basis  of  property  is  reduced  for  federal  tax 
purposes,  it  is  likewise  reduced  for  state  tax  purposes.   Various 
federal  investment  tax  credits,  such  as  the  credit  for  qualified 
rehabilitation  expenditures,  require  corporations  to  reduce  the 
basis  of  property  for  which  the  corporation  receives  a  tax  credit 
for  part  or  all  of  the  amount  of  the  tax  credit.   Because  the 
basis  of  this  property  for  depreciation  purposes  is  likewise  re- 
duced for  state  tax  purposes,  even  though  the  corporation  did  not 
receive  a  tax  credit  from  the  state,  the  corporation  is  unable  to 
recover  the  total  investment  in  the  property  \inder  the  state 
corporate  income  tax  law. 
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This  proposal  permits  a  corporation  to  deduct  the  amount 
by  which  the  basis  of  property  is  reduced  because  of  a  federal 
tax  credit ,  thereby  enabling  the  corporation  to  recover  its 
investment  in  the  property.   An  example  is  foxind  below: 

A  corporate  taxpayer  in  1983  buys  equipment  with  a  five  (5) 
year  life  which  qualifies  for  a  federal  10%  investment  credit. 
The  amount  of  cost  recoverable  through  depreciation  is  determined 
as  follows: 

Cost  S10,000 

10%  Investment  Credit  1,000 


Basis  for  Depreciation: 

Cost 

SlO,000 

Less:   50%  of  Si, 000 

(investment  credit) 

500 

Depreciable  Basis 

S  9,500 

Depreciation  deduction  as  follows: 

1st  Year 
2nd  Year 
3rd  Year 
4th  Year 
5th  Year 

$   1,425 
2,090 

1,995 
1,995 

1,99^ 

%   9,500 

Under  present  law,  for  North  Carolina  corporate  income  tax 
purposes,  the  depreciation  deduction  for  each  year  is  as  listed 
above . 
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The  end  result  of  following  present  law  in  the  above 
example  is  that  a  North  Carolina  corporate  taxpayer  will  never 
recover  through  its  depreciation  deduction  S500  of  equipment 
cost. 

The  recommended  provision  would  allow  a  deduction  of  S500 
on  the  North  Carolina  corporate  return  for  the  year  the  de- 
preciable asset  is  placed  in  service. 

Fiscal  Effect 

Would  reduce  General  Fund  tax  revenue  by  less  than  120,000 
per  year. 
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Legislative  Proposal  8 
A  BILL  TO  BE  ENTITLED 
AN  ACT  TO  UPDATE  THE  INTERNAL  REVENUE  CODE  REFERENCE  USED  BY 
CORPORATIONS  IN  DETERMINING  STATE  NET  INCOME  AND  TO  CLARIFY 
THE  APPLICABILITY  OF  SUBSEQUENT  AMENDMENTS  TO  THE  CODE. 
The  General  Assembly  of  North  Carolina  enacts: 

Section  1.   The  first  paragraph  of  G.S.  105-150.5  is 
amended  by  deleting  the  date  "January  1,  1981"  and  inserting  in 
lieu  thereof  the  date  "January  1,  1985",  and  by  adding  the 
following  sentence  at  the  end  of  that  paragraph: 

"Amendments  to  the  Internal  Revenue  Code  enacted  after 
January  1,  1985,  do  not  apply  in  determining  net  income  under 
this  Division." 

Sec.  2.   This  act  is  effective  for  taxable  years 
beginning  on  or  after  January  1,  1985. 

Explanation  of  Proposal  8 

G.S.  105-150. 5  requires  corporations  to  pay  an  annual  income 
tax  equal  to  6%  of  their  net  income,  with  a  few  adjustments. 
"Net  income"  is  defined  as  federal  taxable  income  as  computed 
under  the  Internal  Revenue  Code  in  effect  on  a  certain  date. 
The  statute  now  provides  that  net  income  equals  taxable  income 
as  defined  in  the  Internal  Revenue  Code  in  effect  on  January  1, 
1981.   The  Internal  Revenue  Code  has  been  amended  significantly 
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since  January  1,  1981,  by  both  the  Economic  Recovery  Tax  Act 
of  1981  and  the  Tax  Equity  and  Fiscal  Responsibility  Act  of 
1982.   This  reference,  therefore,  needs  to  be  updated  to  keep 
the  state  corporate  income  tax  in  conformity  with  federal  cor- 
porate income  tax.   Similar  legislation  was  passed  by  the  1977, 

1979,  and  1981  General  Assemblies. 

The  bill  also  makes  clear  that  amendments  made  to  the  Inter- 
nal Revenue  Code  after  the  date  of  the  Code  specified  in,G.S. 
105-150. 5  do  not  apply  in  determining  net  income.   Occasionally, 
amendments  made  to  the  Internal  Revenue  Code  are  effective 
retroactively.   This  happened,  for  example,  with  certain  amend- 
ments allowing  more  liberal  depreciation  deductions  made  by  the 
Economic  Recovery  Tax  Act  of  1981.   Although  this  Act  was  not 
enacted  until  August  of  1981,  the  depreciation  provisions  applied 
retroactively  to  property  placed  in  service  on  or  after  December  51, 

1980.  Pursuant  to  the  advice  of  the  Attorney  General,  the  Secretary 
of  Revenue  ruled  that  the  liberal  depreciation  deductions  allowed 

by  the  Economic  Recovery  Tax  Act  could  be  used  by  corporations  in 
determining  their  state  taxable  income  because  the  provisions  were 
in  effect  on  January  1,  1981,  the  date  specified  in  G.S.  105-150. 5 
as  the  date  of  the  Internal  Revenue  Code  to  be  used  by  corporations 
in  computing  their  net  income.   This  bill  prevents  this  from 
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happening  in  the  future  by  providing  that  amendments  to  the 
Internal  Revenue  made  subsequent  to  the  date  specified  in 
G.S.  IO5-I3O.5  do  not  apply  in  determining  net  income,  regard- 
less whether  the  amendments  are  effective  retroactively. 

Because  the  Tax  Equity  and  Fiscal  Responsibility  Act  of 
1982  repealed  or  modified  many  of  the  more  liberal  depreciation 
provisions  of  the  Economic  Tax  Recovery  Act,  corporations  will 
be  entitled  to  more  liberal  depreciation  allowances  under  state 
law  than  under  federal  law  if  this  bill  is  not  enacted. 
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Fiscal  Report  foi 

•  Proposal 

Number  £ 
Fiscal  Research 

) 
Division 

November  19, 

1982 

Explanation  of  Proposal 

Presently,  the  state  corporate  income  tax  base  is  basically 
the  Federal  corporate  tax  base  in  effect  as  of  January  1,  1981, 
with  a  few  exceptions.   The  Federal  government  made  numerous 
changes  to  the  Federal  base  in  1981  (Economic  Recovery  Tax  Act) 
and  1982  (Tax  Equity  and  Fiscal  Responsibility  Act  of  1982). 

Proposal  8  would  update  the  reference  to  the  Internal  Revenue 
Code  to  January  1,  1983. 

Fiscal  Effect 

The  Department  of  Revenue,  upon  the  advice  of  the  Attorney 
General,  has  adopted  the  major  corporate  tax  change  in  the  1981 
and  1982  Federal  legislation  (Accelerated  Cost  Recovery  System). 
Proposal  8  deals  with  the  numerous   minor  changes  in  the  Federal 
legislation  and  therefore  'would  lead  to  no  significant  change 
in  General  Fund  tax  revenue. 


35 


Legislative  Proposal  9 
A  BILL  TO  BE  ENTITLED 
All  ACT  REGARDING  THE  DISTRIBUTION  OF  INTANGIBIiE  TAX  REVENUE 

COLLECTED  DURING  FISCAL  YEAR  1982-85. 
The  General  Assembly  of  North  Carolina  enacts: 

Section  1.   The  last  sentence  of  Section  70  of  Chapter 
1282  of  the  1981  Session  Laws  (Regular  Session,  1982)  is  re- 
written to  read: 

"To  accomplish  this  distribution,  the  deductions  from  net 
collections  required  by  G.S.  105-2l3(a)  for  the  fiscal  year 
ending  Jxine  50,  1985,  shall  be  reduced  by  the  amount  of  the 
lonexpended  fiinds." 

Sec.  2.   This  act  is  effective  upon  ratification. 

Explanation  of  Proposal  9 

Section  70  of  Chapter  1282  of  the  1981  Session  Laws  (Regular 
Session,  1982)  made  several  special  appropriations  from  intangible 
personal  property  tax  revenue  collected  by  the  Department  of 
Revenue  'during  fiscal  year  1981-82.   That  section  appropriated 
funds  to  the  Ad  Valorem  Tax  Division  of  the  Department  of  Revenue 
to  improve  services  to  counties, to  the  Property  Tax  Study  Commission 
to  conduct  a  study  of  the  property  tax  system  in  North  Carolina,  and 
to  the  Institute  of  Government  to  begin  a  training  program  in 
property  tax  assessment  administration.   The  section  states  that 
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any   iin expended  funds  remaining  from  the  appropriation  at  the 
end  of  fiscal  year  1982-83  shall  be  distributed  to  counties 
during  the  1985-84  fiscal  year  according  to  the  method  by  which 
revenue  collected  from  the  tax  on  money  on  deposit  in  banks 
(G.S.  105-199)  and  with  insurance  companies  (G.S.  105-205)  is 
distributed.   Revenue  collected  under  G.S.  105-199  and  G.S. 105-205 
is  distributed  to  counties  on  the  basis  of  population,  v/hereas  all 
other  intangible  tax  revenue  is  distributed  to  counties  on  the 
basis  of  the  amount  of  tax  collected  in  the  county.   All  intangible 
tax  revenue  distributed  to  a  county  is  divided  among  the  county  and 
its  municipalities  in  proportion  to  the  amount  of  ad  valorem  taxes 
levied  by  each. 

This  bill  changes  the  method  by  which  the  lonexpended  funds 
remaining  at  the  end  of  fiscal  year  1982-83  from  the  special  appro- 
priations from  intangible  tax  revenue  is  distributed.   The  bill 
allows  the  unexpended  funds  to  be  distributed  to  counties  according 
to  the  same  method  by  which  the  funds  would  have  been  distributed 
if  the  special  appropriations  had  not  been  made. 
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Fiscal  Report  for  Proposal 
Number  9 
Fiscal  Research  Division 
November  19,  1982 

Explanation  of  Proposal 

During  the  1982  session  of  the  General  Assembly  a  special 
provision  of  the  appropriations  bill  authorized  the  expenditure 
of  up  to  S200,000  of  intangibles  tax  revenue  to  upgrade  State 
assistance  to  counties  and  cities  in  property  tax  administration. 
The  appropriation  v/ent  to  the  Institute  of  Government  (for  train- 
ing) and  Ad  Valorem  Division  of  the  Department  of  Revenue  (legal 
and  clerical  assistance).   Because  the  two  divisions  would  likely 
be  unable  to  expend  all  of  the  appropriations  during  the  first 
year,  language  was  added  to  revert  any  unexpended  balances  to 
cities  and  counties  along  with  the  normal  intangibles  tax  dis- 
tribution.  The  basis  of  the  distribution  of  the  unexpended 
balances  would  be  that  used  to  distribute  taxes  collected  on 
money  on  deposit  (population). 

Proposal  9  would  change  the  method  of  distributing  the 
1982-85  unexpended  appropriations  to  the  same  methods  of  dis- 
tribution that  would  have  been  used  had  the  funds  not  been 
earmarked  (combination  of  population  and  source  of  collection). 
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Fiscal  Effect 


No  statewide  effect.   Will  shift  the  distribution  among 
counties  and  cities  by  a  very  minor  amount. 
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Legislative  Proposal  10 
A  BILL  TO  BE  ENTITLED 
AN   ACT  TO  ALLOW  THE  SECRETARY  OP  REVEmiE  TO  MAKE  CONTRACTS 

CONCERNING  THE  HANDLING  OF  BULK  NAIL. 
The  General  Assembly  of  North  Carolina  enacts: 

Section  1.   G.S.  105-259  is  amended  by  adding  a  new 
paragraph  at  the  end  of  the  section  to  read: 

"Notwithstanding  the  provisions  of  this  section,  the  Secre- 
tary of  Revenue  may  contract  with  any  person,  firm  or  corporation 
to  receive  and  address,  sort,  bag,  or  deliver  to  the  United  States 
Postal  Service  any  bulk  mailing  originated  by  the  Department  of 
Revenue,  and  may  deliver  the  mail  to  the  contractor  pursuant  to 
the  contract.   To  ensure  performance  of  the  contract,  the  con- 
tractor shall  furnish  a  bond  in  a  form  and  amount  acceptable  to 
the  Secretary." 

Sec.  2.   This  act  is  effective  upon  ratification. 

Explanation  of  Proposal  10 

G.S.  105-259  makes  it  unlawful  for  employees  or  officers 
of  the  Department  of  Revenue  to  disclose  information  about  a  tax- 
payer from  which  the  amount  of  the  taxpayer's  income  or  the  tax- 
payer's liability  for  any  tax  could  be  deduced.   The  statute 
specifically  states  that  it  is  unlawful  to  disclose  whether  a 
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taxpayer  has  filed- a  return,  and  that  it  is  unlawful  to  furnish 
a  list  of  names  and  addresses  of  taxpayers  to  anyone  v;ho  is  not 
otherwise  entitled  to  information  about  a  taxpayer.   This  provision 
prohibits  the  Secretary  of  Revenue  from  contracting  with  a  firm  to 
sort  and  deliver  refund  checks  to  the  post  office  because  the 
sealed  envelope  containing  a  check  would  unlawfully  reveal  to  the 
contractor  that  the  taxpayer  to  whom  the  envelope  is  addressed 
had  filed  a  tax  return.   This  provision  also  prohibits  the  Secre- 
tary from  supplying  the  company  that  prints  the  State's  income  tax 
returns  with  the  names  and  addresses  of  the  persons  to  whom  the 
returns  are  to  be  sent. 

This  bill  amends  G.S.  105-259  to  allow  the  Secretary  of 
Revenue  to  contract  with  a  company  to  address,  sort  and  deliver 
to  the  post  office  any  bulk  mailings  of  the  Department.   The  bill, 
therefore,  allows  the  Secretary  to  contract  with  a  company  to  sort 
and  deliver  refund  checks  to  the  post  office,  and  allows  the 
Secretary  to  furnish  the  company  that  prints  the  State's  income 
tax  returns  with  the  najnes  and  addresses  of  the  taxpayers  to  whom 
the  return  should  be  sent.   To  protect  the  State,  the  bill  requires 
the  contractor  to  furnish  a  bond  in  an  amount  acceptable  to  the 
Secretary. 


41 


Fiscal  Report  for  Proposal 
Number  10 
Fiscal  Research  Division 
November  19,  1982 

Explanation  of  Proposal 

Under  secrecy  statutes  the  Department  of  Revenue  cannot 
disclose  whether  or  not  a  taxpayer  has  filed  a  tax  return,  and 
cannot  provide  a  list  of  names,  addresses,  Social  Security  numbers, 
or  other  personal  information  concerning  taxpayers.   The  Attorney 
General's  office  has  ruled  that  there  would  be  a  violation  of  the 
law  if  the  Department  of  Revenue  were  to  contract  with  an  outside 
agency  to  mail  ref\md  checks  because  the  existence  of  a  check 
would  indicate  that  a  tax  return  had  been  filed  (even  though  the 
check  is  mailed  in  a  sealed  envelope). 

Proposal  10  would  allow  the  Secretary  of  Revenue  to  enter 
into  a  contract  with  a  person,  firm  or  corporation  to  receive  and 
address,  sort,  bag  or  deliver  to  the  United  States  Postal  Service 
any  or  all  bulk  mailings  originated  by  the  Department  of  Revenue. 
The  contractor  must  furnish  to  the  Secretary  of  Revenue  a  bond 
acceptable  in  form  and  amount,  guaranteeing  performance  of  the 
contract. 
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Fiscal  Effect 

The  Department  of  Revenue  feels  that  proposal  could  reduce 
their  cost  of  processing  and  mailing  tax  refunds  by  $57,000  per 
year. 
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Lep:islative  Proposal  11 

A  JOINT  RESOLUTION  AUTHORIZING  THE  LEGISLATIVE  RESEARCH 
CONMISSION  TO  CONTINUE  TO  STUDY  THE  REVENUE  LAWS  OE  NORTH 
CAROLINA. 

Whereas,  the  Legislative  Research  Commission  has  been 
authorized  by  the  1977,  1979  and  1981  General  Assemblies  to 
conduct  a  study  of  the  revenue  laws  of  North  Carolina;  and 

Whereas,  since  1977  the  committee  appointed  by  the 
Legislative  Research  Commission  to  study  the  revenue  laws  has 
recommended  many  changes  in  the  revenue  laws  in  the  committee's 
attempt  to  improve  these  laws;  and 

Whereas,  the  Revenue  Laws  Study  Committee  has  proved 
to  be  an  excellent  forum  for  both  taxpayers  and  tax  administrators 
to  present  their  complaints  with  existing  lav;  an.d  make  suggestions 
to  improve  the  law; 

Now,  therefore,  be  it  resolved  by  the  House  of  Rep- 
sentatives,  the  Sentate  concurring: 

Section  1.   The  Legislative  Research  Commission  is 
authorized  to  study  the  revenue  laws  and  their  administration 
in  North  Carolina.   The  Commission  may  review  the  revenue  laws 
of  this  State  to  determine  which  laws  need  clarification, 
technical  amendment,  repeal,  or  other  change  to  make  the  laws 
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as  concise,  intelligible,  administratively  responsive,  and 
efficient  as  is  reasonably  practicable.   When  the  recommenda- 
tions of  the  Commission,  if  enacted,  would  result  in  an  increase 
or  decrease  in  State  tax  revenues,  the  report  of  the  Commission 
shall  include  an  estimate  of  the  amount  of  the  increase  or  de- 
crease. 

Sec.  2.   The  Commission  may  call  upon  the  Department 
of  Revenue  to  cooperate  with  it  in  its  study.   The  Secretary  of 
Revenue  shall  ensure  that  the  Department's  staff  cooperates  fully 
with  the  Commission. 

Sec.  3.   The  Commission  shall  maJce  a  final  report  of 
its  recommendations  for  improvement  of  the  revenue  laws  to  the 
1985  General  Assembly  and  may  make  an  interim  report  to  the  1985 
General  Assembly,  Second  Session  1984. 

Sec.  4.   This  resolution  is  effective  upon  ratification. 

Explanation  of  Proposal  11 

This  resolution  authorizes  the  Legislative  Research  Commission 
to  continue  to  study  the  revenue  laws  of  North  Carolina  in  an  effort 
to  make  these  laws  as  concise,  intelligible   and  easy  to  administer 
as  possible.   The  Legislature  has  enacted  legislation  authorizing 
the  Research  Comnission  to  conduct  a  stady  of  the  revenue  laws  of 
this  State  in  every  session  since  1977.   The  three  Revenue  Laws 
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study  Committees  established  by  the  Research  Commission  since 
1977  have  made  many  legislative  proposals  anl  have  proved  to  be 
an  excellent  forum  for  taxpayers  and  tax  administrators  to 
recommend  changes  in  the  law. 
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Fiscal  Beport  for  Proposal 
Niiinber  11 
Fiscal  Research  Division 
November  19,  1982 


Explanation  of  Proposal 

Authorizes  the  Legislative  Research  Commission  to  con- 
tinue study  of  revenue  laws  with  the  intent  to  delete  obsolete 
laws,  to  make  the  tax  laws  clearer,  and  to  reduce  the  adminis- 
trative burden  to  both  the  taxpayer  and  Department  of  Revenue. 

Fiscal  Effect 

The  funds  for  the  study  would  be  paid  from  the  General  Fund 
appropriation  to  the  LRC. 
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Lep;islative  Proposal  12 
A  BILL  TO  BE  ENTITLED 
AIT  ACT  TO  INCREASE  THE  MAXIMUN  AMOUNT  OF  THE  BOND  REQUIRED  OP 
DISTRIBUTORS  OF  MOTOR  FUEL  AND  SUPPLIERS  OF  SPECIAL  FUEL,  AND 
TO  REQUIRE  PERSONS  WHO  ARE  BOTH  DISTRIBUTORS  AND  SUPPLIERS  TO 
FILE  A  BOND  SUFFICIENT  TO  COVER  BOTH  LIABILITIES. 
The  General  Assembly  of  North  Carolina  enacts: 

Section  1.   G.S.  105-'4-55  is  amended  as  follows:   (1) 
by  deleting  the  phrase  "twenty  thousand  dollars  (S20,000)"  and 
inserting  in  lieu  thereof  the  phrase  "one  hundred  thousand  dollars 
S100,000)"; 

(2)  by  inserting  a  new  sentence  between  the  third  and 
fourth  sentences  of  that  section  to  read: 

"A  distributor  who  is  also  required  to  be  bonded 
under  G.S.  105-449-5  as  a  supplier  of  special  fuels 
may  file  a  single  bond  under  either  this  section  or 
under  G.S.  105-449.5  for  the  combined  amount  required 
under  these  sections." 

Sec.  2.   G.S.  105-449-5  is  amended  as  follows:   (1) 
by  deleting  the  phrase  "twenty  thousand  dollars  (S20,000)"  and 
inserting  in  lieu  thereof  the  phrase  "one  hundred  thousand 
dollars  (^100,000)"; 
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(2)  by  rewriting  that  part  of  the  second  sentence 
beginning  with  the  phrase  "provisions  of  this  Article:" 
to  read:  "this  Article.  A  supplier  who  is  also  required 
to  be  bonded  under  G.S.  105-433  as  a  distributor  of  motor 
fuels  may  file  a  single  bond  under  either  this  section  or 
under  G.S.  105-^33  for  the  combined  amount  required  under 
these  sections." 

Sec.  3.   This  act  shall  become  effective  July  1,  1983. 

Explanation  of  Proposal  12 

G.S.  105-'^33  requires  distributors  of  motor  fuels  to  file  a 
bond  with  the  Secretary  of  Revenue  in  an  amount  not  exceeding 
520,000.   This  bond  is  a  prerequisite  to  obtaining  a  license  as 
a  distributor.   Similarly,  G.S.  105-4-^9.5  requires  suppliers  of 
special  fuels  to  file  a  bond  with  the  Secretary  of  Revenue  in  an 
amount  not  exceeding  $20,000.   This  bond  is  likewise  a  prerequisite 
to  obtaining  a  license  as  a  supplier.   G.S.  105-''449.5  provides, 
hov^ever,  that  applicants  for  a  license  as  a  supplier  of  special 
fuels  who  are  already  licensed  and  bonded  as  distributors  of  motor 
fuels  do  not  have  to  file  an  additional  bond  to  obtain  a  supplier's 
licease. 

This  bill  increases  the  maximum  amoaat  of  the  bond  required 
of  distributors  of  motor  fuels  and  suppliers  of  special  fuels 
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froai  S20,000  to  $100,000  and  deletes  the  pro/isioa  in  G.S. 
105-^4'+9.5  that  relieves  an  applicant  for  a  license  as  a  supplier 
of  special  fuels  from  the  obligation  to  file  a  boad  if  the 
applicant  is  already  bonded  as  a  distributor  of  motor  fuels. 
Although  the  bill  requires  persons  who  are  both  distributors  of 
motor  fuals  and  suppliers  of  special  fuels  to  file  bonds  to  cover 
their  potential  liability  as  a  distributor  and  as  a  supplier,  the 
bill  allows  these  persons  to  file  a  single  bond  in  an  amount 
sufficient  to  cover  both  liabilities  rather  than  separate  bonds 
for  each  liability. 

Distributors  of  motor  fuels  and  suppliers  of  special  fuels  are 
required  to  file  a  bond  to  protect  the  State  from  loss  if  the  dis- 
tributor or  supplier  fails  to  remit  to  the  State  the  121?;  per  gallon 
tax  collected  by  the  distcl'outor  or  supplier.   Tae  Secretary  deter- 
mines  the  am.-vunt  of  the  bond  of  applicants  for  a  distributor's  or 
supplier's  license  on  the  basis  of  the  amount  of  tax  for  which  the 
Secretary  anticipates  the  distributor  or  supplier  will  be  liable 
each  month.   The  bond  is  set  at  an  amount  equal  to  three  times 
the  distributor's  or  supplier's  aaticipated  monthly  tax  liability, 
but  may  not  exceed  the  maximiim  amount  allowed  by  the  statute. 

The  current  bond  maximum  of  $20,000  for  distributors  of 
motor  fuels  has  not  been  increased  since  1931  when  it  was  raised 
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from  ^10,000  to  S20,000.   The  current  bond  maximum  of  ©20,000 
for  suppliers  of  special  fuels  was  established  in  1955  when 
the  Special  Fuels  Tax  Act  was  enacted  and  has  not  been  in- 
creased since  then.   These  S20,000  maximums  are  not  high  enough 
to  cover  three  months  tax  liability  for  many  distributors  and 
suppliers. 
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Fiscal  Report  for  Proposal 
Number  12 
Fiscal  Research  Division 
November  19,  1982 


Explanation  of  Proposal 

The  motor  fuel  and  special  fuels  tax  law  requires  licensed 
distributors/suppliers  to  file  a  bond  of  up  to  ^20,000  with  the 
Secretary  of  Revenue.   The  purpose  of  the  bond  is  to  protect 
the  state  if  the  taxpayer  does  not  remit  the  taxes  collected.   If 
a  special  fuels  licensee  already  has  filed  a  motor  fuels  bond,  no 
additional  filing  is  required. 

Proposal  12  increases  the  size  of  the  required  bond  from 
^20,000  to  $100,000  and  removes  the  provision  that  waives  the 
bond  requirement  for  the  special  fuels  tax  if  a  bond  has  been 
filed  for  the  motor  fuel  tax.   The  proposal  would  allow  the  filing 
of  a  single  bond  to  cover  both  liabilities. 

Fiscal  Effect 

No  effect  on  Highway  Fund  tax  or  non-tax  revenue. 
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Legislative  Proposal  13 
A  BILL  TO  BE  ENTITLED 
AN  ACT  TO  ALLOW  LESSORS  OF  MOTOR  VEHICLES  TO  ASSUME  PRIMARY 
RESPONSIBILITY  FOR  PAYMENT  OF  THE  SPECIAL  FUELS  AND  HIGHWAY 
USE  TAXES. 
The  General  Assembly  of  North  Carolina  enacts : 

Section  1.   G.S.  105-4^9.22  is  rewritten  to  read: 
"§105-^9.22.   Leased  motor  vehicles. — (a)   Except 
as  provided  in  this  section,  the  lessee  of  a  motor  vehicle,  and 
not  the  lessor  of  the  motor  vehicle,  is  the  'user,'  'user-seller,' 
or  supplier, '  as  the  case  may  be,  for  the  purposes  of  this 
Article. 

(b)   A  lessor  of  a  motor  vehicle  v;ho  gives  written 
notice,  by  filing  a  report  or  otherwise,  to  the  Secretary  that 
the  lessor  desires  to  be  taxed  as  a  user,  user-seller  or  supplier 
may  be  treated  by  the  Secretary  as  a  user,    user-seller,   or 

supplier  with  respect  to  a  motor  vehicle  leased  to  another  by 
him  as  well  as  fuel  consumed  by  the  leased  motor  vehicle  when 
the  lessor  supplies  or  pays  for  the  fuel  consumed  by  the  motor 
vehicle  or  makes  rental  or  other  charges  calculated  to  include 
the  cost  of  the  fuel.   A  lessee  may  exclude  from  reports  made 
pursuant  to  this  Article  a  motor  vehicle  of  which  he  is  the  lessee 
if  that  motor  vehicle  is  leased  from  a  lessor  who  is  a  user, 
user-seller,  or  supplier  pursuant  to  this  section. 
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(c)   Subsections  (a)  and  (b)  govern  the  primary 
liability  of  lessors  and  lessees  of  motor  vehicles  ixnder  this 
Article.   Both  the  lessor  and  lessee,  however,  are  jointly  and 
severally  liable  for  compliance  with  this  Article." 

Sec.  2.   G.S.  105-449.^2  is  amended  by  deleting  the 
last  sentence. 

Sec.  3.   Article  36B  of  Chapter  105  of  the  General 
Statutes  is  amended  by  adding  a  new  section  immediately  after 
G.S.  105-449.42  to  read: 

"§105-449.42  A.   Leased  motor  vehicles. — (a)   Except 
as  provided  in  this  section,  the  lessee  of  a  motor  vehicle,  and 
not  the  lessor  of  the  motor  vehicle,  is  a  'motor  carrier'  for  the 
purposes  of  this  Article. 

(b)   A  lessor  of  a  motor  vehicle  who  gives  written  notice, 
by  filing  a  report  or  otherwise,  to  the  Secretary  that  the  lessor 
desires  to  be  taxed  as  a  motor  carrier  may  be  treated  by  the 
Secretary  as  a  motor  carrier  with  respect  to  a  motor  vehicle 
leased  to  another  by  him  as  well  as  motor  fuel  consumed  by  the 
leased  motor  vehicle  when  the  lessor  supplies  or  pays  for  the 
motor  fuel  consumed  by  the  motor  vehicle  or  makes  rental  or  other 
charges  calculated  to  include  the  cost  of  the  fuel.   A  lessee 
motor  carrier  may  exclude  from  reports  made  pursuant  to  this 
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Article  a  motor  vehicle  of  which  he  is  the  lessee  if  that 
motor  vehicle  is  leased  from  a  lessor  who  is  a  motor  carrier 
pursuant  to  this  section. 

(c)   Subsections  (a)  and  (b)  govern  the  primary- 
liability  of  lessors  and  lessees  of  motor  vehicles  under  this 
Article.   Both  the  lessor  and  lessee,  however,  are  jointly  and 
severally  liable  for  compliance  with  this  Article." 

Sec.  4.   This  act  shall  become  effective  July  1,  1983, 
and  shall  apply  to  taxable  periods  beginning  on  and  after  that 
date. 

Explanation  of  Proposal  13 

Article  36A  of  Chapter  105  of  the  General  Statutes,  the 
Special  Fuels  Tax  Act,  levies  a  12?;  per  gallon  tax  on  special 
fuels  sold  or  used  by  suppliers  of  this  fuel  and  imposes  licensing 
and  reporting  requirements  on  users,  user-sellers,  and  suppliers 
of  special  fuel.   The  act  considers  the  lessee  of  a  vehicle  the 
user,  user-seller  or  supplier.   Thus,  the  lessee  is  responsible 
for  compliance  with  the  licensing  and  reporting  requirements  as 
well  as  the  payment  of  any  fuel  taxes  that  become  due. 

Article  36B  of  Chapter  105  levies  a  highway  use  tax  on  motor 
carriers  of  120  per  gallon  on  the  fuel  used  by  the  carrier  in  the 
State  and   imposes  licensing  and  reporting  requirements  on  motor 
carriers.   Similarly  to  the  Special  Fuels  Tax  Act,  Article  56B 
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considers  the  lessee  of  a  motor  vehicle  the  motor  carrier  and 
holds  the  lessee  responsible  for  compliance  with  the  licensing 
and  reporting  requirements  and  the  payment  of  any  highway  use 
tax  that  becomes  due. 

This  bill  amends  Articles  56A  and  56B  of  Chapter  IO5  to 
allow  the  lessor  of  a  motor  vehicle  to  be  treated  as  the  user, 
user-seller,  or  supplier  under  the  Special  Fuels  Tax  Act  and  as 
the  motor  carrier  under  the  highway  use  tsix  provisions.   Thus, 
the  bill  allows  the  lessor  of  a  motor  vehicle  to  assume  responsi- 
bility for  making  the  reports  and  tax  payments  required  under 
these  Articles.   If  enacted,  the  bill  will  make  these  taxes  easier 
to  administer  and  will  provide  lessors  of  a  large  number  of 
vehicles  who  want  to  take  this  responsibility  a  way  to  do  so. 
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Fiscal  Report  for  Proposal 
Ntimber  1$ 
Fiscal  Research  Division 
November  19,  1982 

Explanation  of  Proposal 

Presently,  the  Special  Fuels  and  Highway  Fuel  Use  Acts 
provide  for  the  lessee  to  be  responsible  for  the  registering, 
reporting  and  liability  for  payment  of  such  fuel  tax  as  may 
become  due  in  leasing  situations.   In  a  number  of  cases,  it  is 
more  practical  for  the  State  and  for  the  taxpayer  to  allow  the 
lessor  to  report.   This  proposal  would  allow  the  lessor  to 
register,  report  and  be  liable  for  payment  of  such  fuel  tax 
due. 

Fiscal  Effect 
None. 
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Legislative  Proposal  14 

A  BILL  TO  BE  ENTITLED 

AN  ACT  TO  ELIMINATE  DOUBLE  TAXATION  OF  INCOME  IN  RESPECT  OP 

A  DECEDENT. 

The  General  Assembly  of  North  Carolina  enacts: 

Section  1.   G.S.  105-1'4-2.1  is  amended  by  adding  a 

nev;  subsection  to  read: 

"(g)   Deduction  for  Inheritance  Tax. — 
(1)   Allowance  of  Deduction. — 
a.   In  General. — A  person  v;ho  includes  an  amount  in 

gross  income  under  subsection  (a)  shall  be  allowed,  for 
the  same  taxable  year,  a  deduction  for  the  amount  that 
bears  the  same  ratio  to  the  inheritance  tax  attributable 
to  the  net  value  for  inheritance  tax  purposes  of  all  the 
items  described  in  subsection  (a)  as  the  value  for  inheri- 
tance tax  purposes  of  the  items  of  gross  income  or  portions 
thereof  which  the  person  included  in  gross  income  (or  the 
amount  included  in  gross  income,  whichever  is  lower)  bears 
to  the  value  for  inheritance  tax  purposes  of  all  the  items 
described  in  subsection  (a). 

b.   Estates  and  Trusts. — In  the  case  of  an  estate  or 
trust,  the  amount  allowed  as  a  deduction  linder  subparagraph 
a.  shall  be  computed  by  excluding  from  the  gross  income  of 
the  estate  or  trust  the  portion,  if  any,  of  the  items 
described  in  subsection  (a)  that  is  properly  paid,  credited, 


58 


or  to  be  distributed  to  the  beneficiaries  during  the 
taxable  year. 

(2)   Computation. — The  following  definitions  apply  in  com- 
puting the  deduction  allowed  by  this  subsection: 

a.  'Inheritance  tax'  means  the  tax  imposed  with  respect 
to  transfers  by  or  from  the  decedent  or  any  prior  decedent 
under  G.S.  105-2,  reduced  by  the  credits  against  the  tax. 

b.  'Net  value  for  inheritance  tax  purposes  of  all  the 
items  described  in  subsection  (a)'  means  the  value  for 
inheritance  tax  purposes  of  all  the  items  described  in  sub- 
section (a)  less  the  deductions  from  the  gross  estate  attri- 
butable to  these  items. 

c.  'Inheritance  tax  attributable  to  the  net  value' 
means  the  amount  of  inheritance  teix  paid  less  the  amount  of 
inheritance  tax  that  would  have  been  paid  if  the  net  value, 
as  defined  in  subparagraph  b.,  had  not  been  included  in  the 
gross  estate. 

(5)   Special  Rules  for  Generation-Skipping  Transfers. — 

a.  The  tax  imposed  by  G.S.  105-7.1  on  any  generation  - 
skipping  transfer  shall  be  treated  as  a  tax  imposed  by 

G.S.  105-2  with  respect  to  a  transfer  from  the  deemed  trans- 
feror, as  defined  for  purposes  of  G.S.  105-7-1; 

b.  Property  transferred  in  a  generation-skipping  transfer 
shall  be  treated  as  if  it  were  included  in  the  gross  estate  of 
the  deemed  transferor  at  the  value  of  the  property  taken  into 
account  for  purposes  of  the  tax  imposed  by  G.S.  105-7.1;  and 
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c.   Under  regulations  prescribed  by  the  Secretary  of 
Revenue,  any  item  of  gross  income  subject  to  the  tax 
imposed  under  G.S.  105-7.1  shall  be  treated  as  income 
described  in  subsection  (a)  if  the  item  is  not  properly 
includible  in  the  gross  estate  of  the  trust  on  or  before 
the  date  of  the  generation-skipping  transfer,  as  determined 
under  G.S.  105-7. 1,  and  if  the  transfer  occurs  at  or  after 
the  death  of  the  deemed  transferor." 

Sec.  2.   This  act  is  effective  for  taxable  years 
beginning  on  or  after  January  1,  1983. 

Explanation  of  Proposal  14- 

This  bill  amends  G.S.  105-1^2.1,  concerning  income  in 
respect  of  a  decedent,  to  provide  an  income  tax  deduction  for  the 
amount  of  inheritance  tax  paid  that  is  attributable  to  the  trans- 
fer of  the  right  to  the  income.   The  bill  conforms  State  law  to 
federal  on  this  matter  and  eliminates  the  taxation  of  certain 
property  under  both  the  inheritance  and  the  income  tax. 

When  a  person  dies  having  property  that  represents  a  right 
to  future  income,  such  as  an  installment  note  or  a  deferred 
compensation  agreement,  the  transfer  of  this  right  to  income  is 
subject  to  inheritance  tax.   The  income  that  is  paid  after  the 
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decedent's  death  to  the  individual  that  received  the  right  to 
this  income,  referred  to  as  income  in  respect  of  a  decedent, 
is  included  in  the  recipient's  gross  income  and  is  subject  to 
income  tax.   Unlike  federal  lav;,  North  Carolina  law  does  not 
allow  the  recipient  of  the  income  a  deduction  from  gross  income 
for  the  amount  of  inheritance  tax  paid  on  the  property  that 
represents  the  right  to  the  income.   Thus,  North  Carolina  law 
taxes  certain  property  twice  that  is  taxed  only  once  under 
federal  law. 
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Fiscal  Report  for  Proposal 
Number  1^ 
Fiscal  Research  Division 
November  19,  1982 


Explanation  of  Proposal 

Under  the  Federal  estate  tax  and  the  North  Carolina  inheri- 
tance tax,  when  a  person  dies  having  property  that  represents  a 
right  to  future  income  (installment  note,  deferred  compensation 
agreement),  the  calculated  value  (in  present  dollars)  of  the 
right  to  the  after-death  income  stream  is  included  in  the  dece- 
dent's taxable  gross  estate.   Also,  the  income  paid  after  death 
is  taxable  "under  both  the  federal  and  state  income  tax  to  the 
recipient. 

Federal  income  tax  law  allows  an  income  tax  deduction  for 
the  estate  tax  paid  on  the  value  of  the  income  stream.   Proposal 
1^  would  allow  such  a  deduction  for  North  Carolina  income  tax 
purposes. 

The  proposal  would  become  effective  for  the  1983  income  year. 

Fiscal  Effect 

Would  have  a  negligible  impact  on  General  Fund  tax  revenue. 
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Lep;islative  Proposal  13 
A  BILL  TO  BE  ENTITLED 
AN  ACT  TO  TAK  ALL  INCOME  OF  AN  EXEMP^  CORPORATION  THAT  IS 

UNRELATED  TO  THE  BASIS  OF  THE  CORPORATION'S  EXEMPTION. 
The  General  Assembly  of  North  Carolina  enacts: 

Section  1.   G.S.  105-150. 11(b)  is  amended  by  re- 
writing the  phrase  "this  paragraph  shall  not  apply  to  interest, 
royalties,  dividends  or  rents"  to  read: 

"this  paragraph  does  not  apply  to  interest, 
royalties,  dividends  or  rents  unless  this  income 
is  determined  to  be  'unrelated  business  taxable  income' 
under  the  Internal  Revenue  Code  referred  to  in 
G.S.  105-150.5". 

Sec.  2.   This  act  is  effective  for  taxable  years  be- 
ginning on  and  after  January  1,  1985. 

Explanation  of  Proposal  15 
^      G.S.  IO5-I5O. 11(b)  requires  corporations  that  are  exempt 

from  the  corporate  income  tax  to  pay  income  tax  on  income  der-ived 
from  activities  that  are  not  related  to  the  basis  of  the  corpora- 
tion's exemption.   This  subsection  provides,  however,  that  income 
from  interest,  royalties,  dividends,  or  rents 'are  exempt  from 
income  tax  regardless  of.  the  underlying  activity  from  which  this 
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income  is  derived.   This  bill  amends  G.S.  105-150. 11(b)  to 
provide  that  income  from  interest,  royalties,  dividends,  or 
rents  are  exempt  from  income  tax  only  if  this  income  is  not 
considered  "unrelated  business  taxable  income"  under  the 
Internal  Revenue  Code. 

Section  512  of  the  Internal  Revenue  Code  defines  un- 
related business  taxable  income  as  income  from  an  unrelated 
trade  or  business  regularly  carried  on  by  a  tax-exempt 
organization.   Section  513  of  the  Code  in  turn  defines  unrelated 
trade  or  business  as  a  trade  or  business  that  is  not  substantially 
related  to  the  exercise  or  performance  by  an  exempt  organization 
of  its  charitable,  educational,  or  other  purpose  constituting  the 
basis  for  its  tax  exemption.   Section  511  of  the  Code  imposes  a 
tax  on  all  unrelated  business  taxable  income  of  exempt  organiza- 
tions.  This  bill,  therefore,  conforms  state  law  to  federal  by 
taxing  all  unrelated  business  income  of  exempt  corporations. 
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Explanation  of  Proposal 

G.S.  105-130.11  sets  out  a  nunaber  of  different  types  of 
non-profit  corporations  that  are  exempt  from  the  corporate 
income  tax.   There  is  a  provision  in  that  law  that  excludes 
from  the  exemption  gross  income  that  is  unrelated  to  the  exer- 
cise or  performance  of  these  corporate  functions  that  constitute 
the  basis  for  the  exemption.   However,  gross  income  from  interest, 
royalties,  dividends,  or  rents  are  not  part  of  the  exclusion. 
Thus,  a  tax-exempt  organization  is  not  required  to  report  any 
income  in  the  form  of  interest,  dividends,  or  rents,  regardless 
of  v/hether  these  sources  of  income  are  derived  from  activities 
which  qualified  the  organization  for  the  exemption. 

Proposal  15  would  require  tax-exempt  corporations  to  declare 
as  income  any  interest,  dividends,  royalties,  or  rents  that  are 
unrelated  to  the  primary  exempt  functions  of  the  organization, 
providing  that  the  Internal  Revenue  Service  had  declared  such 
income  as  "unrelated  business  income"  for  federal  income  tax 
purposes. 

The  proposal  would  become  effective  for  the  1983  income 
year. 
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Fiscal  Effect 

Would  increase  General  Fund  tax  revenue  by  a  minor 
amount. 
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Legislative  Proposal  16 
A  BILL  TO  BE  ENTITLED 
M   ACT  TO  ENSURE  THAT  ORGAIflZATIONS  THAT  ARE  EXEMPT  FROM 
FEDERAL  INCOME  TAX  ARE  ALSO  EXEMPT  FROM  STATE  CORPORATE 
INCOME  AND  FRANCHISE  TAX. 
The  General  Assembly  of  North  Carolina  enacts: 

Section  1.   G.S.  105-130. 11(a)  is  rewritten  to  read: 
"(a)   Except  as  provided  in  subsections  (b)  and  (c),  the 
following  organizations  and  any  organization  that  is  exempt 
from  federal  income  tax  under  the  Internal  Revenue  Code 
referred  to  in  G.S.  105-130.3  are  exempt  from  the  tax  imposed 
under  this  Division:" 

Sec.  2.   G.S.  105-125  is  amended  by  adding  a  new 
sentence  at  the  end  of  the  first  paragraph  to  read: 

"In  addition,  absent  a  specific  provision  to  the  contrary, 
the  taxes  levied  in  this  Article  do  not  apply  to  any  organization 
that  is  exempt  from  federal  income  tax  under  the  Internal 
Revenue  Code  referred  to  in  G.S.  105-130.5." 

Sec.  3-   This  act  is  effective  for  taxable  years 
beginning  on  or  after  January  1,  1983- 
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Explanation  of  Proposal  16 

G.S.  105-150. 11(a)  and  G.S.  105-125  list  organizations 
that  are  exempt  from  state  corporate  income  tax  and  franchise 
tax  respectively.   A  few  corporations,  such  as  a  title  holding 
corporation,  are  exempt  from  federal  income  tax  under  Section 
501  of  the  Internal  Revenue  Code  hut  are  not  exempt  from  state 
income  tax  or  franchise  tax  because  they  are  not  included  in 
the  list  of  exempt  corporations  in  G.S.  105-130. 11(a)  or 
G.S.  IO5-I25.   (A  title  holding  corporation  is  a  corporation 
organized  exclusively  for  holding  title  to  property,  collecting 
income  therefrom,  and  turning  over  the  income,  less  expenses, 
to  an  organization  that  is  tax  exempt.)  This  bill  amends  G.S.  105 
150. 11(a)  and  G.S.  105-125  to  provide  that  all  corporations  that 
are  exempt  from  federal  income  tax  are  also  exempt  from  state 
income  and  franchise  tax. 
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Fiscal  Report  for  Proposal 
Number  16 
Fiscal  Research  Division 
November  29,  1982 


Explanation  of  Proposal 

G.S.  105-130.11  and  G.S.  105-125  set  out  a  list  of  non- 
profit corporations  that  are  exempt  from  the  state  corporate 
franchise  and  income  tax. 

Proposal  16  clarifies  the  exemption  by  stating  that  absent 
a  specific  provision  to  the  contrary,  any  corporation  exempt  from 
the  federal  income  tax  shall  be  exempt  in  North  Carolina. 

The  proposal  would  become  effective  for  the  1983  income 
year. 

Fiscal  Effect 
None. 


69 


Lep;islative  Proposal  17 
A  BILL  TO  BE  ENTITLED 
AN  ACT  TO  TRANSFER  RESPONSIBILITY  FOR  COLLECTING  INCOME  AND 
FRANCHISE  TAXES  ON  SAVINGS  AND  LOAN  ASSOCIATIONS  FRON  THE 
SAVINGS  AND  LOAN  DIVISION  OF  THE  DEPARTMENT  OF  COMMERCE  TO 
THE  DEPARTMENT  OF  REVENUE. 
The  General  Assembly  of  North  Carolina  enacts: 

Section  1.   Article  8D  of  Subchapter  I  of  Chapter  105 
of  the  General  Statutes  is  rewritten  to  read: 

"Article  8D 
"Schedule  I-D.   Taxation  of  Savings  and  Loan  Associations. 
"§105-228.22.   Application. — This  Article  applies  to  all 
savings  and  loan  associations  and  building  and  loan  associations 
doing  business  in  this  State,  whether  organized  under  the  laws  of 
this  State,  another  State,  or  the  Home  Owners  Loan  Act  of  1955- 
All  such  associations  are  hereinafter  referred  to  as  savings  and 
loan  associations. 

"§105-228.25.   Income  and  franchise  taxes. — (a)   Income  tax.  - 
Every  savings  and  loan  association  shall  annually  file  an  income 
tax  return  with  the  Secretary  of  Revenue  and  pay  an  income  tax  equal 
to  that  v;hich  the  association  would  be  required  to  pay  under 
Article  ^   of  Subchapter  I  of  this  Chapter  if  it  was  not  exempt  from 
that  Article. 
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(b)  Franchise  taix.  -  Every  savings  and  loan  association 
shall  annually  file  a  franchise  tax  return  with  the  Secretary 
of  Revenue  and  pay  a  franchise  tax  equa"!  to  that  which  the 
association  would  be  required  to  pay  under  Article  5  of  Sub- 
chapter I  of  this  Chapter  if  it  was  subject  to  taxation  under 
that  Article.  For  purposes  of  this  tax,  'capital  stock'  does 
not  include  deposits  in  a  savings  and  loan  association. 

(c)  Payment;  returns.  -  Payment  of  the  taxes  levied  in 
this  section  is  due  when  the  return  is  filed.   The  due  dates  of 
the  returns  required  by  this  section  are  the  same  as  those 
prescribed  for  corporations  in  Articles  3  and  4  of  Subchapter  I 

of  this  Chapter.   All  provisions  of  Articles  3  and  4  of  Subchapter 
1  of  this  Chapter,  not  inconsistent  with  this  Article,  apply 
in  administering  the  taxes  imposed  herein. 

§105-228.24.   Tax  limitations — (a)   The  taxes  levied  in  this 
Article  are  in  lieu  of  all  other  taxes  except: 

(1)  Ad  valorem  taxes  imposed  upon  real  property  and 
tangible  personal  property; 

(2)  Ad  valorem  taxes  imposed  upon  intangible  personal 
property  under  G.S.  105-199,  105-200,  105-204  and 
105-205;  and 

(3)  Sales  and  use  taxes  levied  by  the  State  or  any  of 
its  taxiing  units. 
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(b)   Counties,  cities  and  towns  may  not  levy   a  license 
tax  on  a  savings  and  loan  association  subject  to  taxation 
^lnder  this  Article." 

Sec.  2.   This  act  shall  become  effective  July  1,  1983. 

Explanation  of  Proposal  17 

This  bill  transfers  the  responsibility  for  collecting  in- 
come and  fran.chise  taxes  on  savings  and  loan  associations  from 
the  Savings  and  Loan  Division  of  the  Department  of  Commerce  to 
the  Department  of  Revenue.   The  bill  in  no  way  alters  the  amount 
of  tax  payable  by  savings  and  loan  associations. 

The  Savings  and  Loan  Division  of  the  Department  of  Commerce 
has  only  fourteen  employees,  eight  of  whom  are  field  examiners, 
and  is  ill-equipped  to  receive  and  audit  tax  returns  of  the  165 
savings  amd  loan,  associations.   Transfer  of  the  collection 
responsibility  from  the  Savings  and  Loan  Division  to  the  Department 
of  Revenue  will  allow  the  staff  of  the  Savings  and  Loan  Division  to 
devote  more  time  to  the  Division's  main  function  of  supervising 
savings  and  loan  associations,  and  will  not  appreciably  increase 
the  workload  of  the  Department  of  Revenue. 
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Explanation  of  Proposal 

The  1981  General  Assembly  replaced  the  separate  income 
and  net  v;orth  taxes  on  savings  and  loans  with  the  regular 
income  an.d  franchise  taxes  levied  against  all  corporations. 
Proposal  17  transfers  responsibility  for  collecting  state  in- 
come and  corporate  franchise  taxes  from  the  Savings  and  Loan 
Division  of  the  North  Carolina  Department  of  Commerce  to  the 
North  Carolina  Department  of  Revenue. 

The  proposal  would  become  effective  July  1,  1983. 

Fiscal  Effect 

No  change  in  amoiont  of  taxes  collected. 
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Legislative  Proposal  18 
A  BILL  TO  BE  ENTITLED 
M   ACT  TO  CHANGE  THE  I^THOD  OF  DETER^NING  THE  AMOUNT  DUE 

UNDER  THE  SOFT  DRINK  DISPENSER  TAX. 
The  General  Assembly  of  North  Carolina  enacts: 

Section  1.   G.S.  105-55. 1(b) (1)  is  rewritten  to  read: 
"(b)(1)   In  addition  to  the  license  tax  imposed  under 
subsection  (a) ,  a  distributor  or  operator  of  soft  drink  dis- 
pensers, except  open  cup  drink  dispensers,  shall  annually  pay 
to  the  Secretary  of  Revenue  a  soft  drink  dispenser  tax  in  an 
amount  based  on  the  number  of  dispensers  operated,  maintained 
or  placed  on  location  by  the  distributor  or  operator  on  July 
1  of  the  license  year.   The  amo^unt  of  tax  due  is  as  follows: 
Number  of  Dispensers  Amount  of  Tax 

5-50  $  7-00  per  dispenser 

51-100  555.00 

101-150  892.50 

151-200  1,250.00 

200  and  up  1,250.00  plus  S557-50  for 

each  additional 
50  dispensers  or 
fraction  thereof 

A  distributor  or  operator  who  was  not  in  business  on  July 

1  of  the  license  year  shall  pay  a  tax  based  on  the  number  of 

dispensers  he  reasonably  expects  to  operate,  maintain  or  place 

on  location  during  the  ensuing  license  year.   If  the  number  of 
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dispensers  operated,  maintained  or  placed  on  location  during 
that  year  exceeds  the  distributor's  or  operator's  estimate, 
the  distrihutor  or  operator  shall,  within  20  days  of  the  close 
of  the  license  year,  report  the  excess  to  the  Secretary  and 
pay  any  additional  tax  due  according  to  the  above  table." 

Sec.  2.   The  second  and  third  paragraphs  of  G.S. 
105-65. l(a-)  are  each  amended  by  deleting  the  word  "subsection" 
and  inserting  in  lieu  thereof  the  word  "section"  each  time  it 
appears  in  these  paragraphs. 

Sec.  5-   This  act  shall  become  effective  upon  ratifi- 
cation. 

Explanation  of  Proposal  18 

G.S.  105-65.1(b) (l)  imposes  a  soft  drink  dispenser  tax  on 
distributors  and  operators  of  soft  drink  dispensers.   The  tax 
varies  depending  on  the  number  of  dispensers  operated,  maintained, 
or  placed  on  location  by  the  distributor  or  operator  on  July  1  of 
each  year.   Distributors  or  operators  who  acquire  enough  additional 
dispensers  during  the  year  to  place  them  in  a  higher  tax  bracket 
must  report  these  additional  dispensers  to  the  Department  of  Revenue 
and  pay  the  tax  due  on  the  additional  dispensers.   The  additional 
tax  must  be  paid  at  the  end  of  the  month  in  which  the  dispensers 
were  acquired. 
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This  bill  amends  G.S.  105-65.1(b) (1)  to  eliminate  the 
requirement  of  reporting  additional  dispensers  acquired  during 
the  year  and  paying  the  tax  thereon.   Under  this  bill,  therefore, 
operators   and  distributors  would  pay  a  tax  on  the  number  of  dis- 
pensers operated,  maintained,  or  placed  on  location  by  them  on 
July  1  of  each  year  and  would  not  have  to  check  each  month  to 
determine  whether  they  should  report  any  additional  dispensers 
acquired  by  them  to  the  Department  of  Revenue. 

The  bill  also  makes  a  technical  correction  to  subsection  (a) 
of  G.S.  105-65.1. 
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Fiscal  Report  for  Proposal 
Number  18 
Fiscal  Research  Division 
November  29,  1982 


Explanation  of  Proposal 

G.S.  105-65-1  levies  a  separate  state  privilege  license 
tax  on  a  distributor  or  operator  of  a  soft  drink  machine. 
The  tax  varies  depending  on  the  number  of  dispensers.   The  law 
provides  that  the  tax  be  paid  annually,  but  that  if  additional 
dispensers  are  added  after  July  1,  (license  year  rxins  from 
July  1  through  June  50)  then  the  licensee  shall  apply  for  an 
additional  license  for  an  amount  equal  to  the  difference 
between  the  amount  required  based  on  the  present  amount  of  dis- 
pensers and  that  amount  paid  with  the  original  license. 

Proposal  18  rewrites  the  payment  schedule  by  specifying 
that  the  tax  due  is  based  on  the  number  of  dispensers  operated 
on  July  1.   If  a  distributor  is  not  in  business  on  July  1,  he 
shall  pay  a  tax  based  on  the  estimated  number  of  dispensers  he 
will  operate.   If  the  number  actually  operated  is  greater  than 
the  estimate,  the  additional  tax  liability  is  due  within  20  days 
of  the  end  of  the  license  year. 

Fiscal  Effect 

Negligible  decrease  in  General  Fund  tax  revenue. 
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Legislative  Proposal  19 
A  BILL  TO  BE  ENTITLED 
M  ACT  TO  INCLUDE  CERTAIN  COMPUTER  PROGRAMS  IN  THE  DEFINITION 
OF  TANGIBLE  PERSONAL  PROPERTY  UNDER  THE  SALES  AND  USE  TAX 
PROVISIONS. 
The  General  Assembly  of  North  Carolina  enacts: 

Section  1.   The  first  sentence  of  G.S.  105-164.5(15) 

is  amended  by  inserting  between  the  words  "lease,"  and  "or" 

\ 
the  phrase  "license  to  use  or  consume,". 

Sec.  2.   G.S.  105-164.3(20)  is  amended  by  adding  the 
following  at  the  end  of  the  subdivision  to  read: 

"The  term  includes  all  'canned'  or  prewritten  computer 
programs,  either  in  the  form  of  written  prc^edures  or  in  the 
form  of  storage  media  on  which  or  in  which  the  program  is  re- 
corded, held  or  existing  for  general  or  repeated  sale,  lease, 
or  licease  to  use  or  consume.   The  term  does  not  include  the 
design,  development,  writing,  translation,  fabrication,  lease, 
license  to  use  or  consume,  or  transfer  for  a  consideration  of 
title  or  possession  of  a  custom  computer  program,  other  than 
a  basic  operational  program,  either  in  the  form  of  written  pro- 
cedures or  in  the  form  of  storage  media  on  which  or  in  which 
the  program  is  recorded,  or  any  required  documentation  or  manuals 
designed  to  facilitate  the  use  of  the  custom  computer  program. 
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(a)   'Basic  operational  program'  or  'control  program' 
means  a  computer  program  that  is  fundamental  and  necessary  to 
the  functioning  of  a  computer.   A  basic  operational  program 
is  that  part  of  an  operating  system,  including  supervisors, 
monitors,  executives,  and  control  or  master  programs,  which 
consists  of  the  control  program  elements  of  that  system.   A 
control  or  master  program,  as  opposed  to  a  processing  program, 
controls  the  operation  of  a  computer  by  managing  the  allocation 
of  all  system  resources,  including  the  central  processing  unit, 
main  storage,  input/output  devices  and  processing  programs.   A 
processing  program  is  used  to  develop  and  implement  the  specific 
applications  the  computer  is  to  perform. 

(b)  'Computer  program'  means  the  complete  plan  for  the 
solution  of  a  problem,  such  as  the  complete  sequence  of  automatic 
data-processing  equipment  instructions  necessary  to  solve  a 
problem,  and  includes  both  systems  and  application  programs 

and  subdivisions,  such  as  assemblers,  compilers,  routines, 
generators,  and  utility  programs. 

(c)  'Custom  computer  program'  means  a  computer  program 
prepared  to  the  special  order  of  the  customer  and  includes 
those  services  represented  by  separately  stated  charges  for 
modifications  to  an  existing  prewritten  program  that  are  pre- 
pared to  the  special  order  of  the  customer.   Modification  of  an 
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existing  prewritten  program  to  meet  the  customer's  needs  is  a 
custom  computer  program  only  to  the  extent  of  the  modification. 

(d)   'Storage  media'  means  punched  cards,  tapes,  disks, 
diskettes,  drums,  or  other  media  on  which  computer  programs 
may  be  embodied  or  stored." 

Sec.  3.   This  act  shall  become  effective  July  1,  1985. 

Explanation  of  Proposal  19 

Article  5  of  Chapter  105  of  the  General  Statutes  imposes 
sales  and  use  taxes  on  the  sale,  lease,  rental,  storage,  or  use 
of  tangible  personal  property  in  the  State.   This  bill  amends  the 
definitions  of  "sale"  and  "tangible  personal  property"  in  this 
Article  to  impose  sales  and  use  taxes  on  most  computer  software. 
The  definition  of  "sale"  in  G.S.  105-164.3  is  amended  to  include 
a  license  to  use  or  consxxme,  and  the  definition  of  "tangible 
personal  property"  is  amended  to  include  all  computer  programs 
except  custom  computer  programs.   The  bill  defines  "custom  computer 
program"  as  a  program  prepared  to  the  special  order  of  the  customer 
that  is  not  part  of  the  operating  system  of  a  computer.   All  pro- 
grams that  are  part  of  the  operating  system  of  a  computer  are  sub- 
ject to  sales  and  use  taxes. 

The  amendment  of  the  term  "sale"  is  a  clarifying  amendment 
to  ensure  that  computer  programs  used  by  persons  ixnder  a  licensing 


80 


agreement  subject  to  the  sales  and  use  taxes.   The  definition 
of  "purchase"  in  G.S.  105-154.5  currently  included  a  license 
to  use  or  consume. 

Currently,  only  programs  that  are  essential  to  the  operation 
of  the  computer  are  subject  to  sales  and  use  taxes.   These 
essential  programs  include  operating  systems  and  video  game 
cartridges.   Other  programs  do  not  fall  within  the  definitions 
of  sale  or  use  of  tangible  personal  property  and  are  therefore 
not  subject  to  tax. 

This  bill  is  patterned  after  California  law  on  this  subject. 
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Fiscal  Report  for  Proposal 
Num'ber  19 
Fiscal  Research  Division 
November  29,  1982 

Explanation  of  Proposal 

The  mass  market  for  small,  low-cost  business  and  personal 
computers  has  inspired  the  development  of  two  types  of  software 
programs  that  actually  direct  the  operation  of  the  hardware. 
The  first  group  is  customized  programs  that  are  specifically 
developed  for  a  particular  user  application.   The  other  category 
is  pre-v/ritten  "canned"  programs  that  are  mass  marketed  for 
general  use.   These  canned  programs  are  used  for  common  computer 
applications.   A  subset  of  this  latter  category  is  the  cartridges 
that  are  used  to  operate  video  games. 

In  general  the  state  sales  tax  applies  to  the  retail  sale 
or  ase  of  tangible  personal  property,  the  rental  of  tangible 
personal  property,  and  the  rental  of  accommodations.   The  pro- 
vision of  services  is  usually  not  taxable.   Based  on  its  inter- 
pretation of  the  tax  lav;,  the  Department  of  Revenue  has  been 
applying  the  tax  only  against  the  sale  of  the  video  game 
cartridges.   The  Department  feels  that  such  sales  represents  the 
sale  of  tangible  personal  property. 
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Proposal  19  would  extend  the  sales  tax  to  cover  the  "canned" 
program  sales  and  customized  programs  if  used  for  repeat  sales. 
The  sale  of  customized  programs  would  continue  to  be  exempt 
because  the  transaction  would  be  considered  as  the  fulfillment 
of  a  service  agreement.   Also,  the  modification  of  computer 
programs  that  are  held  for  general  use  would  be  exempt.   Finally, 
.the  tax  would  apply  to  "basic  operational  programs"  or  "systems 
control  programs"  that  appear  to  be  part  of  the  hardware  and  do 
not  perform  operations  without  the  application-type  programs. 

Eiscal  Effect 

Would  increase  General  Fund  tax  revenue  by  Sl.O  million 
for  1983-84  and  $1.1  million  for  1984-85. 
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Legislative  Proposal  20 
A  BILL  TO  BE  ENTITLED 
M  ACT  TO  ATTEND  THE  INHERITANCE  TAX  LAW  CONCERNING  TRANSFERS 

nADE  WITHIN  5  YEARS  OF  DEATH  TO  CONFORM  WITH  FEDERAL  LAW. 
The  General  Assembly  of  North  Carolina  enacts : 

Section  1.   G.S.  105-2(3)  is  amended  by  deleting 
the  phrase  "or  gift  made  in  contemplation  of  the  death  of 
the  grantor,  vendor,  or  donor,"  and  inserting  in  lieu  thereof 
the  phrase  "or  gift  made  within  5  years  of  the  death  of  the 
grantor,  vendor,  or  donor  that  is  included  in  the  decedent's 
gross  estate  for  federal  estate  tax  purposes  under  Section  2035 
of  the  Internal  Revenue  Code  of  195'+,  as  amended,";  and  is 
further  amended  by  deleting  the  last  sentence  of  that  sub- 
division. 

Sec.  2.   G.S.  105-2(5)b.2.  is  amended  by  deleting 
the  phrase  "in  contemplation  of  the  death  of  such  person" 
and  inserting  in  lieu  thereof  the  phrase  "within  3  years 
of  the  death  of  such  person  that  would  have  caused  the  power 
to  be  taxable  for  federal  estate  tax  purposes "- 

Sec.  3.   G.S.  105-2(5)b.3.  is  amended  by  deleting 
the  phrase  "in  contemplation  of  death"  and  inserting  in  lieu 
thereof  the  phrase  "within  3  years  of  the  death  of  such  person 
that  would  have  caused  the  power  to  be  taxable  for  federal 
estate  tax  purposes". 
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Sec.  4.   This  act  is  effective  upon  ratification  and 
applies  to  the  estates  of  decedents  dying  on  or  after  January  1, 
1985. 

Explanation  of  Proposal  20 

Under  North  Carolina  inheritance  law  gifts  made  within  three 
years  prior  to  the  death  of  the  donor  are  presiimed,  subject  to 
rebuttal,  to  have  been  made  in  contemplation  of  death.   The  value 
of  gifts  in  contemplation  of  death  made  to  the  same  donee  during 
a  taxable  year  that  exceeds  S5,000  (the  amount  of  the  gift  tax 
annual  exclusion)  is  subject  to  inheritance  tax  under  G.S.  105-2(5) 
This  bill  amends  G.S.  105-2(5)  to  provide  that,  except  for  a 
limited  number  of  gifts  such  as  a  revocable  trust  or  a  gift  that 
takes  effect  upon  the  death  of  the  donor,  gifts  made  -./ithin  three 
years  of  the  death  of  the  donor  are  not  considered  gifts  in  con- 
templation of  death  and  are  therefore  not  subject  to  inheritance 
tax. 

Sections  2  and  5  of  the  bill  make  conforming  changes  to 
G.S.  105-2(5)  b.2.  and  5.  to  provide  that  the  exercise  or  relin- 
quishment of  a  power  of  appointment  within  three  years  of  the 
death  of  the  holder  of  the  power  is  generally  not  considered  an 
action  taken  in  contemplation  of  death  and  is  therefore  not 
subject  to  inheritance  tax. 
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This  bill  conforms  State  inheritance  tax  treatment  of 
gifts  in  contemplation  of  death  to  federal  estate  tax  treat- 
ment of  these  gifts.   The  Economic  Recovery  Tax  Act  of  1981 
amended  Section  2055  of  the  Internal  Revenue  Code  to  provide 
that,  with  a  few  exceptions,  gifts  made  within  three  years  of 
the  donor's  death  are  not  gifts  in  contemplation  of  death  and 
are  not  includible  in  the  decedent's  gross  estate.   Prior  to 
this  amendment,  federal  law  provided  that  all  gifts  made  within 
three  years  of  the  death  of  the  donor  were  includible  in  the 
decedent's  gross  estate. 
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Fiscal  Report 

for 

Proposal 

Number  20 
Fiscal  Research  Division 

November 

29, 

1982 

Explanation  of  Proposal 

State  inheritance  tax  law  prior  to  1976  ti'acked  federal 
law  in  presuming,  subject  to  rebuttal,  that  gifts  made  within 
three  years  of  the  donor's  death  were  "in  contemplation  of 
death"  and  thus  subject  to  the  tax.   Under  the  Tax  Reform  Act 
of  1976  the  federal  estate  tax  was  changed  to  make  the  presumption 
irrebuttable  and  thus  subject  to  the  tax  all  gifts  made  v/ithin 
three  years  of  the  donor's  death.   State  law,  however,  v;as  not 
amended  to  conform  to  this  change. 

Under  the  Economic  Recovery  Tax  Act  of  1981  federal  law  was 
amended  to  exclude  almost  all  gifts  in  contemplation  of  death 
from  the  federal  estate  tax  base.   In  enacting  the  law  the  Congress 
recommended  that  states  with  an  inheritance  or  estate  tax  amend 
their  laws  accordingly.   Proposal  20  amends  the  North  Carolina 
inheritance  tax  law  to  conform  to  the  recent  federal  changes 
with  regard  to  "gifts  in  contemplation  of  death." 

Fiscal  Effect 

Would  reduce  General  Fund  tax  revenue  by  $11,000  for 
1983-84  and  $48,000  for  1984-85- 
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Appendix  b 

GENERAL  ASSEMBLY  OF  NORTH  CAROLINA 
SESSION  1981 
RATIFIED  BILL 

BESOLOTION  61 

UOOSE  JOINT  RESOLUTION  1292 

A    JOINT   RESOLUTION   AUTHORIZING   STUDIES   BY   THE   LEGISLATIVE 

RESEARCH  COHHISSION. 
Be  it  resolved   by   the  House   of   Representatives,  the  Senate 
concurring: 

Section  1.  The  Legislative  Research  Coaaission  say 
study  the  topics  listed  below.  Listed  with  each  topic  is  the 
1981  bill  or  resolution  that  originally  proposed  the  study  and 
the  naoe  of  the  sponsor.  The  Coaaission  aay  consider  the 
original  bill  or  resolution  in  determining  the  nature,  scope  and 
aspects  of  the  study.   The  topics  are: 

(1)  Continuation  of  study  of  revenue  laws  (H.J.B.  15  — 
Lilley)  . 

(2)  Continuation  of  study  on  probleas  of  aging  (H.J.B. 
48  —  Hesser/S. J.R.  37  —  Gray). 

(3)  Day  care  (H.J.R.  223  —  Brennan) . 

(4)  Civil  rights  compliance  of  non-State  institutions 
receiving  State  funds  (H.J.R.  344  —  Spaulding) . 

(5)  Social  services  and  public  assistance  (H.B.  393  — 
P.  Hunt). 

(6)  The  need  for  nev  health  occupational  licensing 
boards  (H.B.  477  --  Lancaster/S.B.  285  —  Jenkins). 

(7)  Hatters  related  to  public  education,  including: 
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a.  The  feasibility  of  making  the  ■12th  grade  optional  in 
the  public  schools  (H.J.R.  890  —  Tally). 

b.  Continue  study  of  public  school  food  service  (H.J.R. 
9a8  —  Brennan)  . 

c.  The  teacher  tenure  law  (S.J.E.  621  —  Royall) . 

d.  Providing   teachers   with  duty-free  periods  (S.J.B. 
697  --  Speed) . 

e.  Continuation  of  study  regarding  purchase  of  buses  in 
lieu  of  contract  transportation,  and  other  school  bus 
transportation  matters  (no  1981  resolution) . 

(8)  Campaign  financing  and  reporting  (H.J.R.  975  —  D. 
Clark) . 

(9)  State's   interests  in  railroad   companies   and 
railroad  operations  (H.B.  1069  —  J.  Hunt). 

(10)  flatters  related  to  insurance,  including: 

a.  Insurance   regulation   (H.B.   1071   as   amended 
Seymour) ,  including  the  feasibility  of  establishing   within  the 
Department  of  Insurance  a  risk  and  rate  equity  board. 

b.  How  the  State  should  cover  risks  of  liability  for 
personal  injury  and  property  damage  (H.J.R.  1198  —  Seymour). 

c.  Credit  insurance  (H.J.R.  1328  —  Barnes). 

(11)  flatters  related  to  public  property,  including: 

a.  Development  of  a  policy  on  State  office  building 
construction  (H.J.R.  1090  —  Nye). 

b.  The  potential  uses  and  benefits  of  arbitration  to 
resolve  disputes  under  State  construction  and  procurement 
contracts  (H.J.R.  1292  —  Adams). 
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c.  The   bonding   requirements   on   small  contractors 
bidding  on  governmental  projects  (H.J.R.  1301  —  Nye). 

d.  Continue   study   of   the  design,   construction  and 
inspection  of  public  facilities  (S.J.B.  143  --  Clarke). 

e.  Whether   the  leasing   of   State   land  should  be  by 
coBpetitive  bidding  (S-J.R.  178  --  Swain). 

(12)  Allocation  formula   for   State  funding  of  public 
library  systems  (H.J.B.  1166  —  Burnley). 

(13)  Economic,   social  and  legal  problems  and  needs  of 
women  (H.R.  1238  --  Adams). 

(14)  Beverage  container   regulation   (H.J.B.   1298  — 
Diaifiont)  . 

(15)  Scientific  and  technical  training  equipment  needs 
xn  institutions  of  higher  education  (H.J.B.  131U  —  Fulcher) . 

(16)  Role   of   the   State   with   respect  to   migrant 
farmworkers  (H.J.R.  1315  —  Fulcher). 

(17)  Existing   State  and  local  programs  for  the 
inspection  of  milk  and  milk  products  (H.J.R.  1353  —  James). 

(18)  Laws  authorizing  towing,  removing  or  storage  of 
motor  vehicles  (H.J.B.  1360  —  Lancaster). 

(19)  Annexation  laws  (S.J.R.  4  —  Lawing)  . 

(20)  Laws    concerning    obscenity   (House   Committee 
Substitute  for  S.B.    295). 

(21)  The    feasibility   of   consolidating   the   State 
computer  systems  (S.J.B.  349  —  Alf ord/H. J. B.  524  —  Plyler) . 

(22)  Laws   pertaining   to  the   taxation   of  alcoholic 
beverages   and   the   designation   of   revenues   for   alcoholism 
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edacation,  rehabilitation  and  research  (S.J.B.  497  —  Gray). 

(23)  Regional   offices   operated   by   State   agencies 
(S.J.B.  519  —  Noble)  . 

(24)  Continue  study  of  laws  of  evidence  (S.J.B.  698  — 
Barnes)  . 

(25)  Continue  study  of  ownership  of  land  in  North 
Carolina  by  aliens  and  alien  corporations  (S.J.B.  71U  —   Hhite) . 

(26)  Rules  and  regulations  pertaining  to  the  Coastal 
Area  Management  Act  (S.J.B.  724  --  Daniels). 

(27)  Transfer  of  Forestry  and  Soil  and  Hater  from 
Department  of  Natural  Resources  and  Community  Development  to 
Department  of  Agriculture  (H.B.  1237  —  Taylor) . 

(28)  Continue  sports  arena  study  (H.J.E.  1334  — 
Barbee)  . 

(29)  State  investment  and  maximua  earning  productivity 
of  all  public  funds  (H.J.E-  1375  —  Beard). 

Sec.  2.  Foi.  each  of  the  topics  the  Legislative  Research 
Commission  decides  to  study,  the  Commission  may  report  its 
findings,  together  with  any  recommended  legislation,  to  the  1982 
Session  of  the  General  Assembly  or  to  the  1983  General  Assembly, 
or  the  Commission  may  make  an  interim  report  to  the  1982  Session 
and  a  final  report  to  the  1983  General  Assembly. 

Sec.  3.  The  Legislative  Besearch  Commission  or  any 
study  committee  thereof,  in  the  discharge  of  its  study  of 
insurance  regulation  under  Section  1(10) a.  of  this  act,  may 
secure  information  and  data  under  the  provisions  of  G.S.  120-19. 
The   powers   contained  in  the  provisions  of  G.S.  120-19.1  through 
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G.S-  120- 19. ^4  shall  apply  to  the  proceedings  of  the  Coamission  or 
any  study  committee  thereof  in  the  discharge  of  said  stady.  The 
Commission  or  any  study  committee  thereof,  while  in  the  discharge 
of  said  study,  is  authorized  to  hold  executive  sessions  in 
accordance  with  G.S.  143-318. 11 (b)  as  though  it  were  a  comaittee 
of  the  General  Assembly. 

Sec.  4.   This  resolution  is  effective  upon  ratification. 

In  the  General  Assembly  read  three  times  and  ratified, 
this  the  10th  day  of  July,  1981. 


Mf^ES  C.  GREEN 

James  C.  Green 
President  of  the  Senate 


LISTON  B.  RAWSEY 


Listen  B.  Ramsey 

Speaker  of  the  House  of  Representatives 
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GENERAL  ASSEMBLY  OF  NORTH  CAROLINA 

SESSION  1981 

HOOSE  JOIHT  RESOIDTIOS  15 


S^cMsors:       Representative  Lilley;  and  Bertha  Holt. 


Referred  to;   Finance* 


1  Janaary  16,  1981 

2  A   JOIHT  RESOLOTION  DIRECTING  THE  LEGISLATIVE  RESEARCH  COHHISSIOI 

3  TO  COHTIHOE  TO  STODT  THE  RBYEHOB  LASS  OP   THE   STATE   OP   HORTH 

4  CAROLIIA. 

5  Hhereas,    the   Legislative   Research  Coaaission  was 

6  directed  by  the  1977  General  Assembly  in  ratified  Resolation   85 
1      to  conduct  a  study  of  the  revenue  lavs  of  North  Carolina;  and  was 

8  directed  by  the  1979  General  Asseably  in  ratified   Resolution   83 

9  to  continue  that  study;  and 

10  Whereas,   pursuant   to  Resolution   83   a  Coaaittee  on 

11  Revenue  Lavs  was  appointed  and  held  11  aeetings  before   reporting 

12  its   recoaaendations  to  the  Legislative  Research  Coaaission  and 

13  the  1980  and  1981  General  Asseablies;  and 

1^  Whereas,   the  Coaaittee  on   Revenue  Lavs  reviewed  aany.. 

15   areas  of  the  revenue  laws  and  prepared  35   legislative   proposals 

to   aodernize,   iaprove,   and   delete  obsolete  sections  froa  the 

revenue  lavs;  and 

Whereas,  the  scope  of  the  subject  natter  assigned  to  the 

Coaaittee  on  Revenue  Laws  was  so  broad  that  not  all   areas   could 
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be   addressed   within   the   ti»e   and  budget  linits  placed  on  the 
Coaaittee;  and 

Whereas,  in  the  course  of  its  deliberations  the 
CoBBittee  on  Bevenne  Laws  discoT^rad  several  aatters  which 
warranted  further  investigation;  and 

ihereas,  changes  in  federal  tax  laws  often  sake  review 
of  related  State  laws  advisable;  and 

Whereas,   the  Comaittee  on  Revenue  Laws  has  proved  to  be 
an  excellent  forua  to  which  both  taxpayers   and   State   officials 
can  turn  with  problems  and  coaplaints  about  the  revenue  laws; 
How,   therefore,   be  it  resolved  by  the  House  of  Representatives, 
I    the  Senate  concurring: 

j  Section   1.    The   Legislative  Research  Cowwission  shall 

^        continue  to  study  the  revenue  laws  and  their   adainistration  in 
'y         North  Carolina. 

Sec.  2.  The  coaaission  shall  continue  to  review  the 
revenue  laws  of  the  State  of  Borth  Carolina  to  deteraine  which 
laws  need  clarification,  technical  aaendaent,  repeal,  or  other 
change  to  aake  the  revenue  laws  as  concise,  intelligible, 
administratively  responsive,  and  efficient  as  is  reasonably 
practicable.  ihere  the  recoaaendations  of  the  Coaaission,  if 
enacted,  would  result  in  an  increase  or  decrease  in  State  tax 
revenues,  the  final  report  of  the  Coaaission  shall  include  an 
estiaate  of  the  aaount  of  such  increase  or  decrease. 

Sec.  3.  The  Coaaission  aay  call  upon  the  Departaent  of 
Revenue  to  cooperate  with  it  in  its  study,  and  the  Secretary  of 
Revenue   shall   insure   that  its  eaployees  and  staff  provide  full 
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1  and  tiaely  assistance  to  the  CoBBission  in  the  perforaance  of  its 

2  duties. 

3  Sec.  4.  The  Coaaission  shall  produce  a  final  report 
I  vith  its  recoaaendations  for  iaproveaent  of  the  roTonae  lavs  to 
5  the  1983  General  Asseably  and  aay  produce  an  interia  report  to 
(,  the  1981  General  Asseably,  Second  Session  1982. 

7  Sec.  5.   This  resolution  is  effective  upon  ratification. 
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Appendiy.  (J 
Persons  Appearing;  Before  the  Committee 


Name 

Robert  E.  Beck 

Director  Gasoline  Tax  Division 

Department  of  Revenue 


Subject  of  Presentation 


Tom  Broughton 

Director  Business  Assistance 

Division 
Department  of  Commerce 


Corporate  Income  Tax 


B .  W .  Brown 

Director  Individual  Income  Tax 

Division 
Department  of  Revenue 


Luther  Carrington 
N.  C.  Association  of  Certified 
Public  Accountants 


Gift  and  Inheritance  Taxes 


Bill  Elmore 
Burlington  Industries 


Corporate  Income  Tax 


Walter  Puller 

N.  C.  Federation  of  Chapters  of 
National  Association  of  Re- 
tired Federal  Employees 


Income  Tax  of  Retired  Federal 
Employees 


Eric  L.  Gooch 

Director  Sales  and  Use  Tax 

Division 
Department  of  Revenue 

Prank  Goodrum 

Director  Intengibles  Tax 

Division 
Department  of  Revenue 
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George  King 

Savings  and  Loan  Administrator 

Department  of  Commerce 


(Collection  of  Gavings  and 
Loan  Taxe3 


Mark  Lynch 

Secretary 

Department  of  Revenue 


Jim  McGrath 
R.  J.  Reynolds 


Corporate  Income  Tax 


David  McLeod 

Director  of  Legal  Staff 

Department  of  Agriculture 


Sales  Tax  on  Agricultural  Items 


J.  A.  McNeill,  Jr. 
J.  A.  McNeill  &  Sons 
Whiteville,  North  Carolina 


Sales  Tax  on  Medical  Equipment 


W.  B.  Matthews 

Director  Corporate  Income  and 

Franchise  Tax  Division 
Department  of  Revenue 


George  Robinson 

Director  Inheritance  and  Gift 

Tax  Division 
Department  of  Revenue 


Larry  Rogers 

Director  License  and  Excise  Tax 

Division 
Department  of  Revenue 


Curtis  A.  Twiddy 

Legislative  Affairs  Committee 

N.  C.  Bar  Association 


Gift,  Inhoidtc^nce ,  and  Income 
Taxes 


C-2 


Gam  WhitohurGt  Soft  Drink  Dispenser  Tax 

N.  C.  Soft  Drink  Association 


c-5 


